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Some Appraisal Mathematics 


By ARTHUR L. LAYDEN, M.A.I. 





and unsatisfactory.”—Lord Kelvin. 





“I often say that if you can measure that of which you speak, you know some- 
thing of your subject, but if you cannot measure it, your knowledge is meager 





and it has no Laws that are immuta- 

ble. It is a study of human nature, 
of human habits, actions and reactions, all 
of which refuse to be card indexed. 

History is said to repeat itself—but it 
never does exactly. If it did the future 
might be perfectly clear,—if the history 
of the past were understood thoroughly. 
Values of real estate depend largely on 
human actions and reactions and hence 
real property values can never be deter- 
mined, they can only be estimated. If they 
could be determined exactly, only a knowl- 
edge of these laws and the formulae for 
representing them, and solving for the un- 
known, would be necessary. Values can- 
not be determined by tables, formulae, etc. 
Formulae only measure the data upon 
which values depend. 

Synthesis is defined as the “putting of 
different things together, the combination 
of separate substances, elements or subor- 
dinate parts into a new form.” Analysis is 
defined as “the resolution of a compound 
into its parts or elements.” Formulae (or 
tables derived from them) are, therefore, 
Synthesis of data for the analysis of 
values. 

Formulae do have uses in estimating 
value but such estimates will be only as 
good as the data and knowledge behind 
them. 

The blind use of formulae and the in- 
clusion therein of data, only partially un- 
derstood, will give an answer; but the an- 


PY andithas: is not an exact science 


swer probably will be far from a correct 
estimate unless formulae and data are 
thoroughly understood and correctly ap- 
plied and coordinated. 

If Economics were an exact science, 
such as Physics, Chemistry, Mathematics, 
or Astronomy; and if the application of 
formulae to the facts or data found would 
give exact — unchanging values there 
would be no need for appraisers. Mathe- 
matical devices, or formulae, do, however, 
have their uses in helping the appraiser 
arrive at his conclusions. 

Even with accurate statistics or data, 
the correctness of the conclusions arrived 
at will depend almost entirely on how well 
the formulae that are used are understood. 
How they were derived and how, where, 
and why they are applicable. It is not 
merely sufficient for an appraiser to re- 
member formulae or know where to find 
them, or to use tables of compound inter- 
est, annuities, sinking funds, etc., derived 
from them unless he thoroughly under- 
stands their derivation, their evolution, 
and how—, where—, why—, and when to 
use them. Otherwise he may (and proba- 
bly will) use the wrong one. If he could 
trace their development, step by step, and 
could see and understand the interrelation 
of one to another he would then be in a po- 
sition to use them correctly. He could also 
explain them simply to those to whom 
formulae are so much “camouflage’”’ to hide 
lack of knowledge, and show how they ap- 
ply and why they are frequently necessary. 
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Without this knowledge he may, for 
example, blindly use for the calculation of 
a sinking fund any of the Inwood, Hoskold, 
Morkill, O’Donahue, Grimes and Craigue, 
or other formulae, only one of which can 
solve the particular problem. Each may 
produce vastly different results; each is 
evolved from distinctly different assump- 
tions; and the use of any one assumes a 
Kaowledge that it is the proper one for 
that set of conditions. Without this knowl- 
edge he may be right; but the odds against 
him, in this case, are five to one. 

In the past, many appraisers have used 
the Inwood formula for the calculation of 
a sinking fund, not even knowing it by 
name, or the assumptions upon which it 
was developed, or where the conditions 
under which it was used in no way suited 
the facts. This formula assumes that in- 
terest can be safely compounded, at 6%, 
8%, 10%, or 12%. This will be illustrated 
further on. 

Many appraisers are not mathematically 
inclined. Many who might be so inclined 
do not have the training; and many others 
who might be so inclined do not have the 
time to wade through book after book to 
learn just what they want. 

Available tables may not be, and gen- 
erally are not, comprehensive enough to 
cover an odd interest rate or a combina- 
tion of odd rates which the appraiser may 
desire to employ (such as 314%, 534%, 
614% etc.). 

In most appraisal literature, formulae 
are given as statements of fact with no 
explanation. Sometimes their derivation 
is briefly, and not too clearly, sketched. I 
do not believe that the derivation of these 
formulae, from the beginning, and in the 
simplest way has as yet been presented, 
and an effort will be made herein to do so. 

When a complete understanding is had 
of them, the right formula can correctly 
be applied for any rate or combination of 


rates; and complete, comprehensive tables 
will be unnecessary. 

A complete course in arithmetic and al- 
gebra cannot here be included and it will 
have to be assumed that the reader has at 
least an elementary knowledge of algebra 
to clearly understand the processes step 
by step. To make it as clear as possible, 
some arithmetical analogies will be given. 
If any step is not clear at first, further 
careful reference and study will be neces- 
sary and helpful. 


ARITHMETICAL ANALOGUES 


Transposition 

By transposing any figure or symbol 
from one side of an equation to the other 
we simply subtract it from both sides. This 
process eliminates it from one side and 
puts it on the other side with its sign 
changed. If it happens to have had a 
minus (—) sign before transposition, the 
subtraction of a minus quantity is equiva- 
lent to adding a plus quantity. 


Thus 
I(a) 3+4=-5:2. Transposing the “3” we 
have 
3:4-—3=5+2-3, or 4=5+2-3 as the 3 
cancels out on the left side. 
Also 
I(b) 9-2=4+3, transposing the “2” we 
have 
9-2—(-—2) =4+3-—(-2) or 
9-22=4+3+2 or 
9=4+3+2 as the “2” cancels 
out on the left side of the 
equation. 
Fractions 
In the development of the formulae, 
later, a clearing of algebraic fractions is 
often necessary and for this reason I want 
to call particular attention to the 
\%, 1 


difference between — and —. Altho they 
3 ; 


” 


look a good deal alike they produce vastly 
different results and a thorough under- 
standing is necessary to understand the 
processes to come. 
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I, 


2 
II(a) The fraction — is one half di- 
3 : 


1 
vided by three or —— = 1/6 while one di- 
2x3 
1 1x3 
vided by two thirds — = — = 3/2 = 1% 
» 2 


~~. 


(which is 9 times as large as the other). 
Great care must be taken as to the posi- 
tion of the main dividing line. 

Similarly : 

; ¥% 3x8 24 6 

— = — = — = — = 11/5. 

5% 4x5 20 5 

Multiplication and/or Division of Both 
sides of an equation. 

Multiplication and/or division of both 
sides of an equation does not affect the 
veracity of the equation in the least but 
frequently serves to simplify complicated 
situations. 


For instance: 


II(b) 


IlI(a) 146=3:+4 
Multiply both sides by 5 and we 
have 
5(1+6) = 5(3+4) 

III(b) Now divide both sides by (146) 


and we have 
5(1+6) 5(3:+4) 
= On the left side 
(1+6) (146) 
the (146) cancels and we have 
5(3+4) 5x7 





As stated before, these maneuvers will 
be frequently met with in the development 
and simplification of the formulae to come 
and should be thoroughly understood. 


INTEREST 


Interest is the rent for the use of money 
(or capital). According to strict theory 
interest is being added to principal con- 
tinually. In practice, however, it is stip- 
ulated that interest comes due at the end 


of stipulated intervals (generally years). 
Principal plus interest is called the 
amount. If this amount is put at interest 
the interest on it is interest on the original 
principal and interest on interest. This 
latter is called compound interest; and the 
amount at the end of the second and suc- 
ceeding periods is called the compound 
amount. The difference between the com- 
pound andthe original principal is the 
compound interest. 

If interest is compounded oftener than 
yearly, as semi-annually or quarterly, the 
number of times per year which it is com- 
pounded is called the frequency or con- 
versions. 

SYMBOLS 


For the purpose of developing these for- 


mulae we will use the following symbols: 

P — Principal. (In most of the formulae, for 
simplicity, this will be assumed to be 1,) 

R= Simple interest, or speculative rate, ex- 
pressed in decimals as .06, .07, .10, etc. 

r=Safe interest or compound interest rate 
similarly expressed. 

n = Time in years-——or—number of interest pay- 
ing periods. 

m — Frequency or number of periods per year 
(semi-annually m — 2, quarterly m = 4, etc.). 

A, — Simple amount. 

A. = Compound amount. 

I = Total interest—(Not the interest rate). 

P.W. = Present worth (this will be used both 
for the present worth of an annuity and for the 
present worth of a single payment due at some 
future time. In the case of an ANNUITY DUE 
however, it will be given the subscript “d” as 
PW4.) 

Z— Amount of annual or periodical payment 
necessary to amortize a debt. 

D — Original amount of the debt to be amor- 
tized. 

X = Income. 


SIMPLE INTEREST 


Interest is expressed as a percentage: 
I = Px R= PR and if for more than 1 


year 
(1) I=PxRxn-=PRn 
The simple amount is principal plus 
interest then 
(2) A,=P+PRn=P (1+Rn) 
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For simplicity and clarity, and to elim- 
inate the use of superfluous symbols, in the 
following formulae we will consider that 
the principal, “P,” is unity. (As stated 
above under Symbols.) 

Hence 

(2) A,=1+Rn 


COMPOUND INTEREST 


For the first year A,=1+R. For the 
second year, the interest is Rx (1+R) 
and the compound amount: 

A.=A,+A,R 

= A, (1+R) 
= (1+R) x (1+ R) = (1+R)? 
(3) and for (n) years: 

A. = (1+R)" 

If the interest is compounded oftener 
than annually the simple interest is fig- 


£ 
ured for only the ~) th part of a 


m 
year which is the same as dividing the 
annual rate (R) by m; but it is com- 
pounded m times per year. 

For example if interest were com- 
pounded semi - annually, the principal 
would draw simple interest for only the 
first half of the year, or, stated another 
way, one-half the interest for the whole 
year, hence 


R 2 
A-(1 =) for the first year 
2/ and if compounded 
semi-annually for n years 


R 2n 
A-( =) 
2 


If the frequency of compounding were 
quarterly, monthly, or m times per year 
(m) would be 4, 12, etc., hence 


R nm 
(4) A, (3 =) 
m 


As compound interest is the difference 
between the compound amount (A,) and 
the original principal and as we have as- 


sumed that the principal, for the purpose 
of the development of these formulae, is 
1, then 


(5) Compound interest = A.—1 or 
I.= (14+ R)"-1 


PRESENT WORTH (P. W.) 


It is often necessary to know the value 
now of a sum of money due, either with 
or without interest, at some definite fu- 
ture date. This is its present worth. 

By “with or without” interest we mean 
that the sum due at the definite future date 
is a fund that now may or may not be 
drawing interest. If it is simply a sum 
which is not now drawing interest it is 
said to be “without interest.” If it is now 
earning interest but not due until a future 
date it is “with interest.” This distinc- 
tion is vital because if it is now earning 
interest it may be earning at a different 
rate than the rate at which it is discounted 
to get its present worth. 

The present worth of this sum is the 
same as the amount which must be placed 
at interest now at compound interest to 
equal the amount due at the given future 
date. It is a smaller sum which if put out 
at compound interest at a given rate will 
amount to a known sum at the given time. 
The relationships between the elements are 
the same as in compound interest, ex- 
plained above, but the thing sought is the 
reverse. 

The present worth (P.W.) of $1 due 
1 year from now at 7% interest is 


1 
P.W. of 1 = —————_ 
(1+ .07) 
if due 2 years hence at compound 
interest 
1 
P.W. of 1 = —————_ 
(1+ .07)? 


and for any rate (R) and for any 
number of years or periods, (n), 
this becomes 
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1 
P.W. of 1 = ———— or 
(1+R)* 


1 


R nm 
(4) 
m 
Example 1 


What is the present worth of $5000 (not 
now drawing interest) due in three years, 
interest compounded annually at 4%? 

5000 5000 


P.W. = = 
(1+.04)* 1.12486 
(Note: (1+.04)*= (1+.04) x (1+.04) 
x(1+ .04)] 
= $4444.98 

Example 2 

What is the present worth of $5000 (not 
now drawing interest) due in three years, 
interest compounded semi-annually at 
4%? 


(6) 





5000 


( = (1 +.02)° 
1+— 
2 


5000 


1.12616242 

In the short time of three years the dif- 
ference in the present worth between com- 
pounding annually and semi-annually is 
only $5.32. This increases greatly over 
longer periods. 

Reasonable expectancy will certainly 
euminate the probability of obtaining 
compound interest at a high rate (4% or 
higher). It is my opinion 4% cannot be 
expected and that 3%, 314%, or 314% is 
more reasonable. 


5000 





= $4439.66 


DISCOUNT 


Discount is a consideration for the pay- 
ment of a debt before it is due. It is usu- 
ally stated at a certain rate per annum 
and is paid in advance. 


When computed 


for more than one period it is called com- 
pound discount which really is compound 
interest deducted in advance but is com- 
puted on the present value and not on the 
amount due at the definite future date. It 
is the difference between P and the pres- 
ent worth of P or if (P) is unity it is the 
difference between 1 and the P.W. of 1. 
Hence: 


(7) (Discounted at compound interest 
rate of R) Compound Discount 
1 
= ]1-————- or 
(1+R)* 
1 
(8) = | -___"__ if 


ae 


it is compounded oftener than annually. 
This however, is very seldom done and was 
included above to show the theory. For 
the balance of this article we will consider 
that interest is not compounded oftener 
than annually and the frequency symbol 
(m) will be omitted hereafter. It can be 
substituted in any of the formulae when 
desired, however. 


ANNUITIES 


An annuity is a series of payments made 
at equal intervals of time. They usually 
are equal payments and they usually are 
made at the end of the period. They may, 
however, be any amounts, they may be 
uniformly increasing or decreasing, and 
they may be made at the beginning of the 
period. In the latter case they are called 
annuities due. Annuities due are seldom 
met with and will not be considered here 
for the development of the formulae but 
will be covered later on. 


AMOUNT OF AN ANNUITY 


The amount of an annuity is the total 
sum accumulated at the end of the term 
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of the annuity by the prompt reinvestment 
of each payment of the annuity as it comes 
in. It is the amount at maturity of all the 
periodical payments plus interest on all 
the payments and interest on interest (as 
the latter is promptly reinvested). 

We will assume an annuity of 1 dollar 
each year for 4 years with interest at 3%. 
If the payments are made at the end of 
the year, the first payment accumulates 
at compound interest for 3 years, the sec- 
ond payment accumulates for 2 years, the 
third payment for 1 year, and the fourth 
is cash. Hence: 


The amount of an annuity of 1 
= (1+3)*#+ (14+ .08)?+ (1+.03) +1 
= 4.183627 


In general: 
(9) Amount =A, = (1+R)"~*+ (1+ 

R)*-*+ (1+ R)**+---+ (14+ R) + 
1 (refer back to equation IIIa, 
under arithmetical analogies) now, 
multiplying both sides of the equa- 
tion (9) by (1+R) we have 

(10) A,x (1+R) = (1+R)"+ (1+R)"™" 

+ (1+ R)**+------ +(1+R). 

Subtracting equation (9) from 
equation (10) 
A. x (1+R) —A= (1+R)"-1 or 

(11) A, [(1+R)-—-1] = (1+R)"-1 
or AR = (1+R)"-1 
(Refer back to equation IIIb under 
arithmetical analogies) now, divid- 
ing both sides of the equation (11) 
by R and we have 

(1+R)"-1 
(12) A.= se aa = the amount of 


1 per annum. 

In a previous formula (3) we have seen 
that (1+ R)" is the compound amount of 1 
and that (1+R)"-—1 is the compound in- 
terest [equation (5)] hence the amount 
of an annuity can also be found by divid- 
ing the compound interest by the interest 
rate. 


Example 


What is the amount of an annuity of 1 
for 4 years at 6% compounded annually? 


Soc aah aa aehsubacdaws s odbc eee 1.00000000 
I SUI 9 one Sin noc 00a bee siese aise .24000000 
Accumulations of interest on interest... .02247696 
See ee ere re 1.26247696 
errr Ss ere ee .26247696 


As the compound interest (.26247696) 
is the difference between the compound 
amount of 1 and 1—this divided by the 
rate (.06) gives the amount of an annuity 
of 1 for 4 years at 6% 


26247696 
————— = 4.374616 


.06 
As proof of the above use formula (9) 
A= (14+ 06)* + (14+ 06)?+ (1+06) +1 
= 1.191016 + 1.1236 + 106 +1 
= 4.374616 


PRESENT VALUE OF AN ANNUITY 


The present value of an annuity is the 
sum of the present values of each of the 
annuity payments. It is the sum of each 
of the annuity payments discounted at 
the given or desired interest rate for the 
period in the future at which each is to be 
paid. It can also be considered as the 
sum which, if put at compound interest, 
will produce the periodic payments of an 
annuity contract when they become due 
and will be entirely used up when the last 
one is paid out. Another way to look at 
it is that it is the sum which if now placed 
at compound interest will produce the to- 
tal amount of the annuity payments with 
interest on each for the time each accu- 
mulates. 

The principal 1 discounted at the rate 


1 


R for one year is . This can also be 





1+R 
algebraically expressed as (1+R) with 


a minus exponent thus: (1+R)—. If 
1 were not due for 2 years, its present 
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worth, discounted for 2 years at compound 


or (1+R)—. If 
(1+R)? 

due 3 years hence, it is (1+R)-* and if 

due “n” years hence it is (1+R)™. 

The sum of these discounted annual pay- 
ments of 1 is the present worth of an an- 
nuity of 1, therefore P.W. of an annuity 
of 1 
(13a) 


interest would be 





= (1+R)—7+ (1+R)— 
+ (1+ R)*+—-+ (1+ R)— or 
1 


1+R 





(13b) 


1 1 1 
+ ~ ~ 


(1+R)? (14+R)3 
1 


P.W. of an annuity of 1 = 





+ ---- + 
(1+R)? 


— —. Now multiply both sides of this 
(1+R)* 
equation by (1+R) (refer back to equa- 
tion 3(a) under arithmetical analogies) 
and we have 
(14) (P.W. of annuity) x (1+R) =1+ 
(1+R)—+ (1+ R)?+----- + (1+R)?—. 
Subtracting equation (13) from equation 
(14) we have, ° 
(15) (P.W.) x (1+R) -PW=-1- 
(1+R)™ or 
PW+PWR-PWel- 
(1+R)™ or 
PW R=1-(1+R)™ 
Dividing both sides of this equation by R 
we have, 





(16a) 
1-(1+R)™> 
PW of an annuity =-—————_ or 
1 
(16b) 


1-—(1+R)" 
expressed another way = ——————_ 


(17) Simplifying this compound fraction 
(1+R)™-1 
PW of an annuity = —————_ 
(1+R)" 





R 


(1+R)"-1 


or = ————_—__ 
R(1+R)" 

Refer back to equation (7) we see that 
the numerator of equation (16b) is the 
formula for compound discount. There- 
fore the present value of an annuity can 
be found by dividing the compound dis- 
count by the interest rate expressed deci- 
mally. 

INWOOD FORMULA 


Equation (17) is the Inwood Formula 
which is so very frequently used erro- 
neously. 

In all of the foregoing development of 
formulae, mention has been made of but 
one interest rate, which we have repeat- 
edly stated was the simple interest rate or 
the speculative rate R (This has been for 
the sake of clarity only as it is silly to 
believe that a speculative rate of 10% or 
12% can be compounded). 

The fact that only one interest rate has 
appeared, very cleverly masks or hides the 
fact that, as a matter of fact, two interest 
rates are involved—or more truly stated, 
that the same rate is used twice—first as 
the simple or speculative rate R in the de- 
nominator of the Inwood formula and sec- 
ondly as the compound or “safe” interest 
rate, r,—(where it is compounded in both 
the numerator and denominator). 

If an investor decided that, on account 
of the risk of future payments being made 
(and other risks) he should receive simple 
interest on his investment at the spec- 
ulative rate, R, say 8%, 10% or 12% it 
would be foolish to expect that he could 
get compound interest on the yearly or 
periodic payments at the same rate (8%, 
10%, 12%). His experience with banks, 
etc., would tell him that he could not get 
more than 4% and that more likely he 
could only get 3%. This very clearly illus- 
trates the fallacy of the use of the Inwood 
formula in the appraisal of real estate. 
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Later on, in the development of the 
Hoskold formula, it will be shown (per- 
haps more clearly) that the Inwood for- 
mula does use the same interest rate (the 
speculative rate R) twice. 


REVERSIONS 


Previously, while discussing the Present 
Worth of an Annuity, we saw that if “1” 
were not due for 2 years, its present worth 
discounted 2 years at interest rate, R, 


1 
would be ———— or (1+ R)-°, and if due 
(1+R)? 
“n” years hence its present worth would 
Zz 
be P.W.: =————— 
(1+R)" 
The reversionary interest in a lease is 
figured by this same formula. 


or (148 )—. 


Example 


Assume that a 49 year lease still had 10 
years to run and that it was estimated 
that the building (which would revert to 
the fee owner or lessor at the expiration 
of the lease) would, 10 years hence, be 
worth, say $100,000 and that money was 
worth 4%. The value of this reversionary 
interest now would be worth $100,000 dis- 
counted for 10 years at 4% compounded 
annually. 

P.W. of reversion 

100000 100000 





(1+.04)' 1.48023 
= $67,550.31 


ANNUITIES DUE 


As stated before, payments may be 
made at the beginning of the period in- 
stead of at the end. Such annuities are 
known as annuities due. Life insurance 
premiums and sometimes rentals are paid 
in advance and are annuities due. 

In this case the first payment is cash 
and will therefore accumulate or draw 


interest, for (n) years instead of (n—1) 
years, as before, and the last payment will 
accumulate 1 year instead of being cash 
and the amount of the annuity due, Aa, 
is found by figuring an ordinary annuity 
for one more period and subtracting one 
cash payment (the last in an ordinary an- 
nuity) hence 

(18) Aqg= (14+R)"+ (14+R)7> + 

+(1+R). 

By referring back to equation (9) you 
will see this equation (18) is equation (9) 
multiplied by (1+R) with 1 subtracted 
Example 

Using the same example we used before 
of an annuity of 1 each year for 4 years 
at 3% but due at the beginning of the year 
instead of at the end of the year (as be- 
fore), the first payment is cash and will 
draw interest for 4 years, the second will 
draw interest for 3 years, the next for 2 
years, and the last for one year. The 
amount, therefore, will be 
Ag = (1+.03)4+ (14.03)? + (14.03)? + 

(1+.03) = 4.309136 

The difference between this amount and 
the amount of an ordinary annuity or 
(4.309136 — 4.183627) is .125509 which is 
the compound interest on 1 payment of 1 
(the first) for 4 years (or n years). 


PRESENT VALUE OF AN ANNUITY DUE 


As the first payment is cash its present 
worth is 1 and the remaining payments 
are an ordinary annuity for n-—1 years. 
Hence: 
(19) 


PW,=1+P.W. (for n-1) years. 
SINKING FUNDS 


A sinking fund is a fund accumulated 
for the purpose of paying off a debt when 
due. It is a series of investments at com- 
pound interest with which a debt can be 
retired when due. 

For instance, if an investor buys a lot 
and builds a building on it for the purpose 
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of receiving an income from it, he is en- 
titled not only to receive this income (net) 
but he is also entitled to receive back, or 
have his original investment in the build- 
ing returned to him when it has lived its 
useful life. The land is usually considered 
as enduring in perpetuity (however this 
is not always the case as regards its value) 
but it is a known fact that the building will 
not last forever and it is also the case that 
even though the building may be in good 
physical condition at the end of a 25 or 
50 year lease, it probably will have be- 
come obsolete or an improper improve- 
ment in some other sense and will not pro- 
duce enough income to be a profitable in- 
vestment. It would be then good business 
to raze it and erect a more suitable one 
in its place or the vacant land alone may 
be made to produce more income than if 
it had the old building on it (as for in- 
stance for automobile parking lots in some 
of our larger cities). This is due to obso- 
lescence. 

When an asset is purchased its prob- 
able effective life, or its economic life, or 
its profitable life, and its replacement cost 
must be estimated and a fund be built up 
from the combined income of the land and 
building to retire the building (to pay back 
its cost) at the end of its economic or 
profitable life. : 

Payments to this retirement fund are 
set aside out of income (usually at the 
end of the year) and are considered to 
draw compound interest until maturity 
at a safe interest rate. 

These payments are an annuity which, 
with compound interest, will accumulate 
to an amount equal to the cost of the build- 
ing (or the debt). Although it is an an- 
nuity it has some decided differences from 
the annuities we have previously consid- 
ered. For instance: 

(1) In the other annuities considered, 
we knew (or assumed) what the payments 


were and wanted to know what they would 
amount to at the end of the term, while 
here we know what they must amount to 
at the end of the term, and want to know 
what size payment is necessary to get this 
amount. 

(2) In the other annuities considered 
we were interested in the present values 
of the payments coming in (income) at fu- 
ture dates. Here we must find what we 
have to pay out and we are not interested 
in present value but future value. 

In equation (12) we saw that the 
Amount of an annuity of 1 per annum for 


n” years is 
(1+R)"-1 
A. = —————_— 


R 
an annuity “P” per annum for “n” years 
would be 


(1+R)*-1 
A,=Px | —————— 
R 


Solving for P (to find the size of the 
annuity necessary to build up the fund 
to pay off the predetermined debt (or cost 
of the building), we have 


A, 


hence the amount of 





P- 


(1+R)"-1 


R 
clearing fractions 


R 
me ae E -R)*- | Now assuming 


‘4 


R 
(20) P=————— or (sinking fund 
(1+R)"-1 
factor). 

Another way to look at this problem is 
that if the amount of an annuity of 1 per 
annum is 

(14+R)"-1 
A ani epi (see equation 12) 
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then the annuity necessary to produce this 
amount would be its reciprocal or 


R 


(1+R)"-1 

This is called the “Sinking Fund Fac- 
tor” or “Sinking Fund Rate” and will be 
referred to as “Sfr.” 

The finding of an unknown quantity 
which will produce a required amount is 
the (reciprocal) of determining the 
amount accumulated by a known annuity. 


P= (equation 20) 


Example 
If annual payments of 1 for 5 years at 
4% compound interest will amount to 
5.41632256 what annual payment is neces- 
sary to amount to 1 in 5 years @ 4%? 
Obviously it is 1 divided by 5.41632256 
or .18462711. 


AMORTIZATION 


Amortization may be defined as the ex- 
tinction of an interest bearing debt, now 
due (principal and interest), by a series 
of equal periodical payments. It is more 
often desired to know the payment neces- 
sary to amortize a known debt at a given 
rate during a definite time than it is to 
know what debt will be amortized by a 
given payment. 

There is a close relationship but a de- 
cided difference between amortization and 
sinking funds. They both extinguish a 
debt—but by different methods. Amorti- 
zation payments are payments to extin- 
guish a debt now due while payments to a 
sinking fund build up to pay off a debt 
due at some future time. Amortization 
extinguishes a debt while a sinking fund 
creates an investment. Suppose we ana- 
lyze them arithmetically. 


Example: 
A debt of 1000 is to be paid in 5 years 
at 5% compounded annually 


I. SINKING FUND 
(Principal due 5 years hence) 

Period Payment Interest Increase Accum- 

5% ulation 
180.97 180.97 
190.02 370.99 
199.52 570.51 
209.50 780.01 


1 180.97 pistes 
2 180.97 9.05 
3 180.97 18.55 
4 180.97 28.53 
5 180.97 39.02 219.99 


904.85 95.15 1000.00 


II. AMORTIZATION 
(Principal due now) 
Distribution 
5% Amorti- 
Interest zation 
50.00 180.97 
40.95 190.02 
31.45 199.52 
21.47 209.50 


Total 


Period Principal Payment 
1 1000.00 230.97 
2 819.03 230.97 
629.01 230.97 
4 429.49 230.97 
5 230.97 10.98 219.99 
1154.85 154.85 1000.00 
The sinking fund payment is the prin- 
cipal of the debt divided by the amount of 


the annuity. 


Hence = 180.97 
5.5256 


The amortization payment is the prin- 
cipal of the debt divided by present worth 
of an annuity of $1.00. 


Hence 


00 
= $230.97 
4 


The above schedules show (1) that the 
sinking fund and the net amortization in- 
creases each period by the same amount 
and (2) that the total interest cost is the 
same, for in the sinking fund: 


Interest paid on principal is $250.00 


Less interest earned by sinking 


Is the amortization interest paid 


Since a debt of P.W. can be amortized 
by a series of (n) payments of 1, then a 
debt of 1 obviously can be amortized by a 


1 
series of (n) payments of 


From equation (16b) we have seen that 
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(1+R)"-1 


(1+R)" 
Amortization payment or factor 


R (1+R)" 


(1+R)"-1 

Now refer back to equation (17) and 
it will be seen that the formula to find the 
amount of the amortization payment is 
the reciprocal of the formula for the pres- 
ent worth of an annuity. 

Also by following equation (17) back- 


wards through the simplification stages 
of equations (16b) and (16a) we see that 
by dividing both numerator and denomi- 
nator of this fraction 


R(1+R)" 

————. by (1+R)" we have 
(1+R)"-1 
R (1+R)* R R 


= or 
(1+R)"-1 (1+R)™-1 1 
————__ 1 


(1+R)" (1+R)" 

By referring back to equation (7) we 
see that the denominator of this latter 
fraction is the formula for the compound 
discount of 1. 

Hence the 
Amortization payment = 


Rate 








Compound discount of 1 


These latter manipulations are only given 


here to show the very close relationships 
between all of these formulae where only 
one interest rate is shown and to show how 
the result desired can be obtained from 
one or two other sets of tables if the ap- 
praiser does not happen to have at hand 
the table desired. In our discussion of 
the formulae for the Present value of an 
annuity (17) (The Inwood Formula), we 
stated that this formula masked the fact 
that the “risk rate” (R), was used twice, 
both for the simple interest on the invest- 
ment and as compound interest and that it 
was foolish to expect to be able to safely 
compound interest at 8%, 10% or 12%. 

More complicated mathematics are in- 
volved in the introduction of a second in- 
terest rate (r), the “safe” or compound 
interest rate. This shows how a formula 
can be built up which will much better 
serve our interests in appraising real es- 
tate correctly in that the investor can, if 
he desires, get 6%, 8%, 10%, 12% or any 
other desired return on his investment 
at simple interest and also get 2% to 4% 
compound interest on the reinvested por- 
tion. 

The fair minded appraiser is here asked 
a few pertinent questions: 

(1) Do you know any speculative in- 
vestment where 10% or 12% cannot be 
obtained? 

(2) Do you believe 5% or 6% com- 
pound interest can be obtained on any safe 
investment for a long term? 

(3) Do you believe 3%, 314%, or 4% 
(not tax exempt) is an adequate return on 
a real estate investment, considering the 
risks? In other words, would you loan 
money on a mortgage or trust deed at 
these low rates? 

It is obvious that the answers to all of 
the above are NO! Also that an inves- 
tor is warranted in asking a return on his 
investment at simple interest of 6% to 
10% or 12% or more (depending on the 
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amount of risk he takes) and that he is 
not warranted in asking 10% compound 
interest, which is impossible to get. 

It is evident, therefore, that intelli- 
gently to evaluate a long term lease or a 
mining or a timber property (which have 
wasting assets) that he must use two in- 
terest rates, a “risk rate’ (R) and a 
“safe” rate, or compound interest rate 
(r). 

When a sum of money is invested the 
investor expects to receive interest at a 
stipulated rate at the end of each year on 
his investment and he also expects to have 
his original investment returned to him 
at the end of the term of the loan. 

There are, however, some forms of in- 
vestment where the original capital is not 
returned to the investor. In such cases 
provision must be made for the return 
of the capital by setting aside a portion of 
the annual income as a sinking fund to 
build up to the amount invested when it 
becomes due. Typical examples are in- 
vestments in buildings which wear out, or 
mines and timber land which when worked 
out have no value. The mining engineer 
or timber man estimates the amount of 
ore or timber that can economically be re- 
moved, the cost of getting it to market, 
and the rate at which it probably will be 
removed, or, in other words, the length 
of time it can be operated before deple- 
tion. The appraiser estimates the net in- 
come, how long it will continue and the 
cost of the structure (or the investment) 
which is to be paid back. 

The net annual income is the rent of 
an annuity; and the value of the mine, 
timber tract, or real estate is the present 
value of the annuity. From vet the in- 
come at the end of the year the investor 
will take out his interest at the simple in- 
terest or risk rate, (R), and the balance 
will be the annuity that is to build up the 
sinking fund at a lower “safe” or com- 


pound interest rate, (r), and this fund 
must, at its maturity equal the original 
investment. 
Suppose, then, that 
C=cost of building 
R=speculative or simple interest rate 
r = “safe,” compound or sinking fund in- 
terest rate 
n=period (years) 
I=income (yearly) 
Then: 
I-~C R-=the payment going into the sink- 
ing fund. From formula (12) we have 


(1+r)"-1 
seen that is the amount that 


r 
an annuity of 1 will produce in 
at rate (r). Hence 


(l+r)"-1 

(I-CR) - | ——-———_ 
r 

is the amount that an annuity of 
(1-—CR) will produce in (n) years 
at rate (r).—and this from our 
hypothesis must at its maturity 
equal C, hence: 


665,99 


n” years 


(1+r)"-1 


C = (I--CR) x 
r 
Now let us assume that the income I is 
1. Then the amount that an income (or 
annuity) of 1 will produce if the simple 
interest, (R), is first deducted will be, 


(1-CR) [(1+r)"-1] 
c« 





r 
clearing fractions 


Cr=(1-CR) [(1+r)"-1] 
= [(1+r)"-1]-[CR (1+r)*] 


+CR 
Cr+CR (1+r)"-CR= 
(1+r)"-1 


(1l+r)"-1 
“r4R (l+r)"-R 
(1l+r)"-1 
(23) = 
R(1+r)"- (R-r) 
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which is the Hoskold formula or it is the 
amount that an annuity of 1 will produce 
if simple interest at rate (R) is paid on 
the investment and a sinking fund is built 
up at rate (r) to liquidate the investment 
at the end of the term. 


How Two RATES ARE MASKED 


Now suppose that both interest rates 
are the same or ; R=r. Substituting 
either in the above formula (23) 
Amount of an annuity of 1 

(1+r)"-1 


“(1-r)"— (r-r) 





(l+r)"-1 


r(l+r)" 

Which is the same as formula (17) the 
Present Worth of an Annuity or 1 or the 
Inwood Formula which is conclusive proof 
that the Inwood Formula contemplates the 
use of two interest rates which are the 
same or that this rate is used twice. 

Now: Rearranging the denominator 
of formula (23) slightly we have 

(l+r)"-1 


Xs 
R (1+r)"-— (R-r) 


(l+r)"-1 


“R [G-r)*-1]+r 
Divide numerator and denominator by 
(1+r)"-1 and 








1 
%- 





r 
i ccm 
(l+r)"-1 
From equation (20) we see that 
r 


(1l+r)"-1 
“Sfr” at compound or safe interest rate 
r—hence Hoskold’s formula may also be 
written 


is the sinking fund factor 


1 
R + “Sfr” 


HOSKOLD’S FORMULA CAN BE DERIVED BY 
ANOTHER METHOD 


Suppose as before that: 

C =Cost or amount of investment to be 
returned at end of term. 

I = Net annual revenue or income. 

n=Term or the life of the property in 
years. 

D = Depreciation charge or the amount de- 
posited annually in the sinking fund 
which accumulates to the amount, (C) 
at the end of (n) years. 

R = Simple interest or “risk” rate to be re- 
turned on the investment (C). 

r = Compound interest rate at which sink- 
ing fund is to accumulate. 

A.=Amount of an annuity of 1 per annum 
at rate r. 

(l+r)"-1 
-_—— —see formula (12) 
r 
Remember that the annual income (I) 
is EX ACTLY sufficient to pay simple 
interest on the investment (C) at the rate 

(R) and to accumulate a sinking fund at 

compound interest rate (r) to repay the 

investment at the end of (n) years. 
Suppose, as in most appraisals, we wish 
to determine the value of the improvement 

(in this case the cost of the improvement 

—or the warranted purchase price) and 

that the buyer desires simple interest on 

his investment at rate R and he is able to 
invest the sinking fund payments at com- 
pound interest at rate (r). The net in- 
come is known. We will suppose it to be $1 
per annum. 

Then: 


C=D~x (amount of an annuity of I at 
rate r) 
=-DxA, or 
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Also 


The annual interest on (C) at rate (R) 
is CR and since the income (I=1) must 
equal the interest on Capital plus the de- 
preciation charge 


(Ior1)=CR+D 
=CR+C 





Referring back to formulas 12 and 20 
1 


we see that the term is the reciprocal 


of the amount of an annuity of 1 at rate 
r, or is the sinking fund factor at rate r. 
1 
Substituting this value of 
have 


we 


1 1 
rr B+“Sfr" 
(l+r)"-1 





R+ 


1 
R[(1+r)*-1]J¢+r 
(1+r)"-1 





Clearing fractions 
1x [(1+r)™-1] 


“R(1+r)"-Rer 





(l+r)"-1 
which is 





R(1+r)"—(R-r) 
Hoskold’s formula as given before. 
The simplest way to use this, however, 

is not by direct substitution into this long 
formula but by use of formula (24) which 
is much shorter and simpler as values of 
“Sfr” are included in nearly all tables. 


Finally, the valuator must be warned 
that appraisals cannot be made by form- 
ulae. An appraisal is an opinion of value 
(since values of real estate cannot defi- 
nitely be determined) and the value of 
anyone’s opinion on anything is only as 
good as his judgment. 

Formulae are simply and only an aid 
to the appraiser in forming a good judg- 
ment and they certainly are no aid if not 
understood; they are the exact reverse. 





The Appraisal of Industrial Property 


By K. LEE HYDER, M. A. I. 


ing to your Division upon a subject as 

broad and as controversial as “The 
Appraisal of Industrial Property.” Hard- 
ened, however, by the experience gained 
in many campaigns prior and subsequent 
to the creation of the American Institute 
of Real Estate Appraisers, I can approach 
with some assurance certain of the funda- 
mental aspects involved and perhaps avoid 
the more hazardous and controversial is- 
sues. 

In fact, I am going to treat the subject 
as a practical and common sense problem 
that is facing those interested in indus- 
trial properties and steer as far away as 
possible from academic and theoretical 
discussion. The basic concepts of value, 
its relation to price, and the rise and fall 
of money and credit present a fascinating 
and intricate study, but one that apparent- 
ly will never be finished. You may rest 
assured that I am not going into that. 

In this year 1934 we appear to have be- 
come a Nation of appraisers, and value 
has taken on a decidedly ephemeral char- 
acter. With our rubber dollar and our 
elastic price structure, appraisals have an 
unfortunate habit of bouncing back at us. 
Our radio comedian, Ed Wynn, said not 
long ago that he had been getting so many 
“rubber checks” that he had taken to 
making his bank deposits with a tennis 
racket. Perhaps that might be a con- 
venient method to adopt in submitting cur- 
rent appraisals. 


I CONFESS to some timidity in speak- 


WHaAT Is AN INDUSTRIAL PROPERTY? 


It is of first importance that we under- 
stand basically just what is implied by 


Mr. Hyder delivered this address before the Industrial 
Property Division of the National Association of Real Estate 
Boards at Minneapolis on June 27, 1934. 


“industrial” property and to distinguish 
between this and an “investment” or 
other type of property. Again, setting 
aside any technical theories, an industrial 
property may be defined (at least for the 
purpose of this discussion) in its limited 
physical sense as: 

“The land, fixed improvements, machinery, 
and all equipment, fixed or movable, comprising 
the plant with which a business is being con- 
ducted for the manufacture and niarketing of 
finished products from raw materials.” 

The above definition infers the carrying 
on of a business enterprise which uses the 
property simply as a set of tools essential 
to this end. 

A carpenter is a mechanic skilled in the 
trade which he follows. To execute his 
work, however, he must have the necessary 
lumber, nails, and other materials. In ad- 
dition, he must have a complete set of 
tools; and to do the work efficiently and 
completely these tools must be of good 
make and maintained in good condition. 

In the same manner the manager of a 
manufacturing enterprise is skilled, we 
will say, in producing a certain product. 
But to carry on manufacturing operations 
successfully and properly his tools (that 
is, the plant) must also be suitable and 
maintained in good serviceable condition. 
The carpenter may require several kinds 
of saws and planes, but rarely needs more 
than one hammer. Likewise the manufac- 
turer, while requiring a full complement 
of tools and even a few spares for emer- 
gency, does not need more than can be 
efficiently devoted to the work. 

As distinguished from this, an invest- 
ment property is in itself a business enter- 
prise. The product of an office building, 
for example, consists of the use of a cer- 
tain number of square feet of office space, 
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plus the related services offered therewith. 
This distinction leads naturally to the most 
important point to keep in mind in consid- 
ering the value of an industrial property; 
namely that whereas the value of a busi- 
ness in its broadest sense would be estab- 
lished by the net earning capacity at a 
rate of return commensurate with its haz- 
ards and expectancy of continuity, Such 
value would include not only the physical 
plant devoted to the business, but all other 
factors incident to the product, manage- 
ment, and established good will of the com- 
pany. 

Now, it may be seen that the value of a 
business might vary over a wide range, 
depending upon the particular enterprise, 
factors of competition, and general eco- 
nomic conditions; whereas the value of 
the physical plant used in conducting the 
business is subject to more definite limita- 
tions reflected primarily by the actual cost 
of duplicating the facilities in their pres- 
ent condition for continued use. 

Assuming, however, that the enterprise 
itself were unsound or unprofitable, the 
value of the plant facilities might be re- 
flected simply as the price that could be 
obtained on the open market for the land, 
and the salvage or scrap value of the 
equipment. 

Again, as opposed to this, an “invest- 
ment” property might have a value con- 
sistent with the cost to reproduce the 
property as of a certain date and under 
certain given conditions. This would be 
true if the profits from operation were suf- 
ficient to justify such figure. On the other 
hand, a reduction in the net rentals and 
returns may reflect a value in the property 
substantially less than its investment but 
which would not necessarily contemplate 
the actual abandonment of the property 
and its dismantlement and sale. 

With these premises in mind we may 
classify the tangible portion of an indus- 


trial property into two divisions: first, the 
real estate, comprising the land, buildings, 
and other structural improvements; and 
secondly, the equipment that is devoted 
to the manufacturing process. Under such 
classification the value of the physical 
property may be predicated upon two dis- 
tinct bases, as follows: 

1. As a part of the assets of an established going 
concern for continued utilization for its highest 
and best use; that is, for the purpose for which 
it was originally designed or is. currently 
adapted. Its value upon this basis might prop- 


erly be designated as “sound value to a going 
concern.” 


2. As a group of related or unrelated assets sus- 
ceptible to disposal as an entirety or as inde- 
pendent items (each for its highest utility) but 
not for continuation of use in operation as a 
part of a going concern. 

It is obvious that basically the value of 
an industrial property may therefore de- 
pend upon the potentialities of the busi- 
ness itself. However, where an appraisal 
is on the basis of a value to a guing con- 
cern, it is not considered that the net earn- 
ings from the operation of the business 
have any direct relation to the vaiue of the 
property. The earnings do intiuence the 
stability or otherwise of the business it- 
self, and to such extent indicate in a broad 
way the probability of the continuance of 
the plant for the present or similar use. 

The rate of return in a certain indus- 
trial enterprise is usually developed from 
factors of competition and is dependent 
largely upon the hazards to the capital in- 
vested therein. It is essential that these 
earnings be sufficient to provide a return 
not only upon the real estate and equip- 
ment installed in the plant, but also upon 
the working capital invested in cash, ma- 
terials and supplies, and merchandise in- 
ventory. Furthermore, a portion of such 
earnings must logically be attributed to 
the ability of the management and the in- 
tangible assets, such as patents, trade 
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names, advantageous contracts, and the 
established good will of the public. 

Now, a certain business might be show- 
ing net profits, we will say, of six per cent 
upon the investment in the physical prop- 
erty, but, if this were substantially less 
than is generally anticipated from all 
capital invested in this type of business, 
then it would be obvious that the com- 
pany is not in a favorable condition in 
spite of the fact that a fair return is be- 
ing made upon the plant investment. 

Furthermore, a plant might be entirely 
shut down and no earnings whatever 
available. The plant itself, however, 
would have a value, undoubtedly less than 
the “sound value to a going concern,” but 
not limited or measured directly by the 
current lack of earnings from manufac- 
turing operations. 

It may be generally stated, therefore, 
that net earnings are to be used solely as 
a guide to the stability of the enterprise 
itself, and not in any manner for pur- 
poses of measuring the value of the physi- 
cal property comprising an industrial 
plant. 


THE INDUSTRIAL APPRAISAL OF 1934 


The industrial appraisal of 1934 is far 
more than a valuation of the property. It 
is in itself one of the important tools 
needed in the conduct of a business; it 
furnishes the base for the control of cost 
and plant accounting, including insurance, 
taxation, and—perhaps of greater impor- 
tance—of accounting for depreciation. In 
fact, under the exacting demands that are 
placed upon business today, it is virtually 
imperative that adequate property con- 
trol be established or a corporation can- 
not meet competition and, furthermore, 
cannot accurately provide the various 
types of information to all of the Gov- 
ernment authorities and bureaus which 


are being created for the regulation and 
control of industry. 

We look back today on the year 1933 
with considerable doubt as to the final 
outcome of the unprecedented legislation 
that was brought about during that year. 
The Securities Act of 1933 is still caus- 
ing a great deal of discussion and has 
placed a heavy restraint on the financing 
of industry. No doubt this Act was con- 
ceived as a necessity for the protection of 
the public against a repetition of unfor- 
tunate banking practices. Perhaps, when 
and as it is revised along certain lines, it 
may accomplish such purpose. In the 
meantime it has been virtually impossible 
for an industrial enterprise, unless fortu- 
nate enough to have retained a substantial 
surplus, to obtain private funds either for 
the retirement of existing indebtedness or 
for the changing over of the plant facil- 
ities for efficient operation under restricted 
production demands. This condition has 
resulted in many corporations applying di- 
rectly to the Government through the Re- 
construction Finance Corporation in order 
to obtain essential capital. In either case 
the showing of the value of the collateral 
for the loan is of the greatest importance 
and must be presented in provable form 
by disinterested authorities. 

The modern appraisal, therefore, de- 
signed to meet all of the problems facing 
the business executive, must be sufficiently 
flexible to cover the internal operating re- 
quirements as well as to present a com- 
plete and accurate picture of the plant 
assets and their potentialities for purposes 
of financing, taxation, and many other ex- 
ternal demands. 

The determination of the fixed charges 
resulting from the ownership and opera- 
tion of plant facilities has taken on, there- 
by, the utmost importance. It has been 
said that the greatest menace to property 
is depreciation, fire menace being a close 
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second. Modern cost and plant accounting 
stresses “depreciation” as a definite cost 
of the manufactured product whereby a 
certain portion of the plant facilities are 
used up in the manufacture of the product, 
just the same as other raw materials are 
so used. Furthermore, a correct and posi- 
tive statement of income, expense, and 
profits demanded for a financial statement 
cannot be obtained without including an 
analysis of the property expense as be- 
tween pure maintenance, property replace- 
ment, and added capital—again a property 
matter and dependent primarily upon the 
“base” set up through a proper statement 
of plant assets. 

The modern appraisal, therefore, must 
be prepared in a form which will permit 
the determination of all of these facts as 
well as to establish a valuation of the prop- 
erty, whether this be for the reconstruc- 
tion of the balance sheet, for financing, or 
for actual purchase and sale. 

Now, obviously the values which may be 
developed for the physical property com- 
prising an industrial plant may vary for 
different purposes. In establishing ade- 
quate insurance coverage, for example, we 
are not concerned with the land or any of 
the assets which are not subject to fire 
or other similar risk; furthermore, the 
degree of utilization of any particular unit 
of property is not vitally significant in es- 
tablishing its “insurable value.” The intent 
in writing the insurance is to protect the 
owner from loss by the substitution of a 
monetary consideration presumably suf- 
ficient to indemnify him and to permit the 
replacing of the property values destroyed. 
It is not customary, of course, to insure 
the property for its full cost of reproduc- 
tion new, and an allowance is made for 
any actual physical deterioration. 

For practically every other purpose the 
most important consideration in laying out 
the appraisal of an industrial property is 


to establish basically the expectancy of 
use to which such property is to be devoted 
in the immediate future. Prior to the cur- 
rent industrial depression the general ten- 
dency was toward the expansion of indus- 
trial facilities. It is true that the average 
business mortality rate was high and 
many plants were constructed and lay un- 
used or were turned over to meet new 
demands when the business failed. As a 
whole, however, the expansion was con- 
tinuous, not only in an outward direction 
in increasing capacity, but also internally 
in the scrapping of equipment far in ad- 
vance of its useful life and the installation 
of more modern equipment capable of in- 
creasing production materially with less 
actual labor. 

This process in one sense is still con- 
tinuing, but nevertheless in a broad way 
the tendency at the moment is toward the 
contraction of all lines of business and 
therefore we find an excess plant capacity 
now constructed and existing throughout 
the country. This means in many in- 
stances that the more profitable corpora- 
tions of the past now find that the invest- 
ment in plant facilities is far out of pro- 
portion to their current or immediate fu- 
ture needs, and in consequence the carry- 
ing charges are an excessive burden and 
place the company in a difficult competitive 
position. 

This brings us to the underlying purpose 
of the modern appraisal prepared to meet 
every need of an industrial corporation; 
that is, to determine its “value for use.” 
If the property, for example, has a tract 
of land of greater size than would provide 
for current needs and reasonable future 
expansion, then such excess should be 
treated and valued simply as an “invest- 
ment” at the “market price” that it might 
bring just as outside holdings of stocks 
and bonds or other assets might be treated 
in the balance sheet of the corporation. 
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The same would hold true in the case of 
the plant facilities, that is, the buildings 
and the equipment installed for manufac- 
turing purposes. 

In other words, as fundamental to any 
modern appraisal we must contemplate 
the setting up of the property in accord- 
ance with its “value to a going concern,” 
whether or not it is to be continued in use 
for its present purpose and in its existing 
location. 

This approach brings about certain fac- 
tors which tend to complicate the appraisal 
very materially. It is easy enough in prin- 
ciple to determine that the facilities com- 
prising a certain plant are actually capable 
of producing fifty per cent more than the 
business itself could anticipate for the fu- 
ture. Theoretically we could then state 
that fifty per cent of the plant should be 
abandoned and that it is worth no more 
than it might bring if offered at forced 
sale upon the open market. 

Practically, however, the plant might be 
generally too large and over-equipped in 
many departments and the future opera- 
tions would therefore have to bear carry- 
ing charges on such excess investment 
even though the “value” might be written 
down to the active percentage of the prop- 
erty only. This raises a difficult problem 
in the setting-up of accrued depreciation 
on the plant facilities and justifies a fur- 
ther reduction in the value in proportion 
to the increased property expense occa- 
sioned thereby. 


PRACTICAL APPROACH TO THE APPRAISAL 
PROCESS 


Assuming that the company is a going 
concern with a business that is more or 
less profitable, then the valuation of an 
industrial plant, that is the physical prop- 
erty, should be upon the basis of its actual 
worth to the company for continued opera- 
tion. This value would not, however, con- 


sist simply of the value of the land plus 
the cost of the improvements, less some 
nominal or arbitrary deduction for depre- 
ciation based upon the age or remaining 
life expectancy of the respective units; but 
should rather comprise an honest and in- 
telligent attempt to measure the plant’s 
utility and condition for actual continuity 
in service. I believe the best formula—if 
we could put such an investigation upon 
the basis of a formula—would be to start 
with the valuation of the land, based upon 
comparative sales, transfers, etc., consist- 
ent with all other lands and with due re- 
gard to the factors of location, utility, and 
assemblage; then establish the reasonable 
cost of reproduction of the improvements 
and equipment through an actual detailed 
count and inventory of the items, arranged 
in logical sequence and orderly form by 
plant divisions and property classifica- 
tions; and thereafter study the plant to 
establish the depreciation from three sepa- 
rate points of view, as follows: 

1. Obsolescence—Functional and Economic. 

2. Condition and Deterioration. 

3. Relative Desirability. 

The cost of reproduction of the improve- 
ments and equipment should be established 
upon what might be termed a current nor- 
mal base. During a period of wide fluctua- 
tion in material and labor prices so-called 
“spot” prices might not be a proper 
measure of the reasonable cost of duplica- 
tion, in which case a trend or, we might 
say, expectancy for the immediate future 
would be a more accurate point of view 
to adopt. In any event, and regardless of 
the ultimate “value” that would be deter- 
mined, the normal cost of the facilities, 
especially those which are depreciable, is 
essential to property control and the es- 
tablishing of fixed charges (and conse- 
quently the potentialities from operations) 
and must therefore be determined. 

Now, an industrial plant is a complete 
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property consisting of innumerable items, 
and to prepare the inventory and establish 
the cost of reproduction new is not a one 
man job. To do this work intelligently, 
specialists in many lines are required, if 
the items are to be positively identified and 
accurately described and priced. A man 
experienced in a certain type of industrial 
property might spend an hour, a day, or a 
week at a manufacturing plant and there- 
after render an opinion of what he believed 
to be the utility value of the property. 
This would not in any sense, however, con- 
stitute a modern “appraisal.” 

In order to be equipped to express an 
opinion that could be substantiated it 
would be necessary for this appraiser to 
assemble a staff of experienced men with 
knowledge of all of the different items and 
elements that go into the making-up of the 
property. This staff would accumulate the 
facts, perhaps spending many weeks of 
time in so doing. The working papers and 
field notes would thereafter have to be an- 
alyzed; bills of quantities developed; unit 
prices established; quotations obtained on 
various types and classes of equipment; and 
freight, cartage, and installation costs in- 
vestigated; all of which brings about the 
necessity for a substantial and _ well- 
equipped organization. These same inves- 
tigators must not only compile accurate 
descriptions but must inspect the indi- 
vidual items to determine the physical 
condition and the particular place each 
item holds in the manufacturing process. 

The inventory so prepared, with accu- 
rate current costs applied, then becomes 
the appraisal inventory. This must there- 
after be analyzed to determine the accrued 
depreciation, with consideration to all fac- 
tors involved, including obsolescence 
(whether resulting from changes in the 
art, modernization of process, or from 
general economic conditions) and deteri- 


oration, as compared to a new item of 

similar kind. 

With this accomplished we would have 
the cost of reproduction less depreciation 
of all of the items comprising the manu- 
facturing plant facilities and would be in 
a position to consider the value of the 
property generally by segregating the 
facilities into two divisions, as follows: 

1. Property required for a continuity of use, at 
the cost of reproduction less depreciation in- 
cluding obsolescence. 

. Property not required, to be written down to 


the price it would bring on the open market. 

Now, suppose it were found that twen- 
ty-five per cent of the physical property, 
including the land, was not used or re- 
quired in the normal carrying on of the 
current or expected volume of business 
and that its value had been reduced ac- 
cordingly. This excess could not well be 
eliminated without destroying some of the 
plant that was required, and as a result 
would have to be maintained and the costs 
of so doing of necessity reflected in opera- 
tions. Naturally the company would be 
better served by a new plant of perhaps 
smaller dimension and different layout. 
An intelligent purchaser desiring to buy 
this plant would consider this particular 
factor and, to the extent that his operating 
expense would be greater, would discount 
the price he would pay for the plant. In 
other words, we inject an additional factor 
into depreciation; that is, the loss in value 
of the manufacturing plant not recognized 
through obsolescence or Over-capacity but 
resulting from forced uneconomical opera- 
tion of excess facilities. 

A year or two ago my company was 
called upon to appraise a large packing 
plant in Minnesota for tax assessment 
purposes. This plant was built beyond real 
needs as a war project and had never been 
used to capacity and probably never would 
be. However, it was of the highest type 
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of construction and layout, and modern in 
every respect. In one sense there was no 
obsolescence, but there was a large over- 
capacity that was susceptible to demon- 
stration. 

The Minnesota Supreme Court ulti- 
mately passed upon the value established 
in this case and approved the principle of 
discounting the value by virtue of the ex- 
cess expense incurred in operation. The 
Court decided that not only the excess 
capacity of the plant must be deducted, 
but that additional recognition must be 
given to the excessive operating cost, and 
the value of the plant reduced accordingly. 
In this connection it is again emphasized 
that the plant is considered herein simply 
as a set of tools used by the company in 
carrying on its business. 

Up to this point I have made no more 
than a brief reference to one of the most 
important phases of the appraisal and one 
in which I know you are particularly in- 
terested and more or less constantly en- 
gaged. I refer to the appraisal of land. 

Now the primary reason for breaking 
an industrial property into its elements by 
a detailed appraisal inventory is to obtain 
a definite market price. It is seldom that 
a complete plant has a determinable mar- 
ket price, at least that may be provable 
upon the basis of its economic use or util- 
ization. Piping, however, of various sizes 
and grades has a market price. So has 
standard machinery. The proper price for 
a, building cannot be directly measured 
with any certainty, but the building can 
be reduced to its elements of brick, steel, 
lumber, and labor, and the assembled mar- 
ket price determined. The plant must be 
built up through a quantitative and qual- 
itative analysis with units determined by 
the ton, the thousand, the hour, or by the 
individual item. 

In the appraisal of land however, we en- 
counter an item of property which not only 


has no exact market price of itself but also 
is not amenable to direct reduction to ele- 
ments that do have a market price. True, 
we have the units of measurement, such 
as the acre or the square foot through 
which our value may be ultimately pre- 
sented and interpreted, but the unit price 
itself is an indeterminate element except- 
ing as a part of the whole. Recognizing 
this difficulty it is nevertheless equally 
important that the appraisal of the land 
develop and present evidence for its sub- 
stantiation. 

As in court procedure, in the absence of 
direct evidence, that which is circumstan- 
tial in character but reasonably conclusive 
must be adopted. It is a question of pre- 
senting basic facts and the drawing of 
logical conclusions therefrom. There are 
too many conditions that affect the value 
of land forming the site of an industrial 
property to attempt to cover in this dis- 
cussion, and it will probably be sufficient 
to suggest simply a few of the essentials 
with *which you are undoubtedly fully 
familiar. 

The sound land appraisal should, in my 
opinion, start with the assembling of all 
possible data on actual sales and holding 
prices of land as similar as possible to the 
site under appraisal. Knowledge must be 
had as to the conditions which may have 
influenced such sales and of changes that 
may have taken place in the situation 
since the transactions were consummated. 
The specific property must then be studied 
and comparisons made that may be favor- 
able or unfavorable with the data obtained. 
The site may hold strategic advantages 
that make it more desirable than sur- 
rounding land, or it may lack those ad- 
vantages possessed by others with which 
it is being compared. There are factors 
of size and shape, physical characteristics, 
and availability or otherwise of rail and 
local transportation. The site may be in 
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a congested area where the question of 
“assemblage” would be important and per- 
haps add materially to the value of a uni- 
fied tract, or it may be “zoned” for a 
certain use which gives it greater or less 
utility and value. 

The important point is that the land ap- 
praisal should not be simply a statement 
of opinion but should set forth the facts 
and reasons for such opinion. The value 
should be demonstrable insofar as prac- 
ticable. Furthermore, the land appraisal 
should be prepared and presented in a 
form which will adapt itself to analysis 
and intelligent study when considering the 
potentialities and value of the property as 
an entirety. Surplus or inactive land may 
readily constitute an asset and be a definite 
part of the property and its value, but any 
amount beyond the limits of reasonable 
expansion requirements may possess a 
lesser value at sale and hence to the cor- 
poration as a going concern. Under such 
conditions, in the modern appraisal, it may 


in effect be given a different utility and a 
different value upon the appraisal balance 
sheet. 


FORM AND SET-UP OF APPRAISAL REPORT 


With all of these different elements to 
consider, the appraisal report that will 
fully and satisfactorily set forth the un- 
derlying conditions and the essential de- 
tails becomes a ponderous document. It is 
most imperative, therefore, that every 
effort be made that the report be clear 
and arranged in an orderly form. The best 
practice would demand the setting-up in 
a condensed introductory statement the 
basis of appraisal; the methods and prin- 
ciples used in its preparation; the inclu- 
sions and exclusions from the property; 
the date of inspection and inventory; the 
price base adopted; and a summarization 
of the appraised costs and values. This 
should be followed by a descriptive report 


of the property which might embrace to 
some extent a discussion of the business 
enterprise itself. Naturally the purpose of 
the appraisal will determine to what ex- 
tent such aspects are to be presented. 

The report should include complete 
itemization of all units of property, start- 
ing with a description of the land itself 
and covering both the physical and the 
economic factors pertinent to the deter- 
mination of its utility and value. ; 

The appraisal inventory of the improve- 
ments and equipment should be in such 
form and detail as the purpose demands, 
but in any event should constitute a com- 
plete record of the property items, their 
location, and a description sufficient for 
actual identification. Ordinarily this ap- 
praisal inventory should be priced at the 
cost of reproduction new, and—in some 
cases and for certain purposes—on other 
bases such as the “original cost” or the 
“March 1, 1913,” prices which would be 
required when computing depreciation 
for Federal Income Tax purposes. 

The complete report should include ade- 
quate plats and maps, and supplementary 
statements and summaries adapted to in- 
surance purposes; depreciation schedules 
and rates; and in some instances an analy- 
sis of plant maintenance and other prop- 
erty costs for use of the accountants in 
the reconstruction of statements of profit 
and loss. 

It would be entirely proper and usual 
to set up in the letter of transmittal or 
certificate the “cost of reproduction new” 
as determined, the extent of the “accrued 
depreciation,” and the opinion of the ap- 
praiser upon the value of the property. 
The value should be definitely qualified as 
to what the appraiser means; that is, 
whether it represents his opinion of the 
“sound value to a going concern for con- 
tinued utilization,” or its “value at sale.” 

It is of particular importance that every 
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appraisal of an industrial property should 
state clearly the inclusions and exclusions. 
Ordinarily we would have, for example, 
the “direct construction costs” which 
would include all material, labor, and 
equipment required in the duplication of 
the plant facilities. If the entire cost is to 
be determined we would also have to con- 
sider the “indirect construction costs”; 
that is, the charges that are normally in- 
curred in the construction of any property, 
such as engineering and superintendence, 
taxes, insurance, interest, and administra- 
tive expense not assignable directly to 
specific property items. There is then the 
question of whether or not “intangible 
property” is covered or discussed in the 
report. An appraisal might be made, for 
example, to cover simply certain patents 
under which the company is operating, or 
it might be broad enough to cover all in- 
tangible assets, which in turn would re- 
quire a complete industrial investigation 
and analysis of the plant operations and 
profits anticipated from future business. 
Furthermore, the inclusion or exclusion 
of materials and supplies, product inven- 


tory, or other working capital items should 


be definitely covered. 

As stated in the beginning, this dis- 
cussion is directed primarily to the ap- 
praisal of the physical properties and this 
reference to intangible and other assets is 
simply for clarification in discussing the 
preparation of the appraisal report. 

It cannot be too strongly accented that 
the inventory of the property and the costs 
as determined be set up by property divi- 
sions and classifications in order that de- 
preciation and other fixed charges relating 
to property may be accurately computed. 
This results in bringing in a definite and 
continuing utility to the appraisal that is 
not possible where simply the “value” of 
the property is established. 


RECENT DEVELOPMENTS 


You may or may not be familiar with 
the various movements that are under 
way to educate the public generally in 
sound appraisal thinking and practice, al- 
though you are fully informed as to the 
progress made by the American Institute 
of Real Estate Appraisers in that special- 
ized field. That some real results are 
emanating from all of these efforts speaks 
well for the ultimate stability of our entire 
industrial system, upon which, of course, 
our future valuations must rest. 

Last November a group of individuals 
representing a number of the outstanding 
engineering societies and other organiza- 
tions interested in appraisal practice and 
procedure gathered together in Washing- 
ton and created the “Conference on Ap- 
praisal Practices.” Since that time various 
meetings have been held and considerable 
progress made primarily for the purpose 
of developing recommendations and stan- 
dards of practice for presentation to Gov- 
ernment Bureaus with the idea of assist- 
ing such Bureaus in laying down sound 
regulations pertinent thereto. 

About the same time a group represent- 
ing the public appraisal organizations of 
the United States formed an “Association 
of Appraisal Executives.” This latter 
movement apparently is of a broader scope 
and contemplates ultimately the formation 
of an Institute or Society of Public Ap- 
praisers. For the time being the efforts 
of this association have been directed pri- 
marily toward the gathering and exchang- 
ing of ideas and the building up of a sound 
groundwork upon which such an organ- 
ization may be established. 

Representatives of this group have also 
been in attendance and active on commit- 
tees of the “Conference on Appraisal 
Practices.” Altogether this activity is 
most encouraging. These movements are 
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being carried forward at the moment un- 
der what appears to be increasing diffi- 
culties, and we can see the agitation to- 
ward the elimination of “profit upon cap- 
ital.” Those identified with the more rad- 
ical schools of thought are having their 
innings just now—and we must admit 
they are in the ascendency. 

And how does all this affect the valua- 
tion of industrial property? I do not 
know; in fact I doubt if any one does or 
will know until we have reached a period 
of greater economic stability. 

From the standpoint of the practical ap- 
praiser, however, the present results are 
simply to place more and more stress upon 
the necessity for complete, accurate, and 
definite reports that will provide all of the 
facts for an intelligent understanding of 
the property and its potentialities. 

The various members of the “Confer- 
ence on Appraisal Practices’ seem to be 
in agreement that the appraiser, particu- 
larly where the report is to be used for 
financial purposes, be able to demonstrate 


his competence and experience and his dis- 
interestedness in the business under in- 
vestigation, the property being appraised, 
and the results contemplated. 

If it were to accomplish nothing else, it 
would appear that such results would have 


made the Conference worth while. The 
recognition and demand by the Public for 
thorough, informative, appraisal reports 
that can be substantiated, just the same as 
a statement of audit on manufacturing 
operations, is essential to the expansion 
and rehabilitation of industry; and the lay- 
ing down of proper standards of practice 
by those engaged in the many phases of 
appraisal activity will be a long step 
toward this end. As members of the In- 


¢ 


dustrial Property Division of the National 
Association of Real Estate Boards you are 
in the strongest possible position to fur- 
ther these efforts, having already attained 
a real measure of public confidence. 

Summing up the discussion, it is be- 
lieved that in any consideration of the ap- 
praisal of industrial property, and no mat- 
ter for what purpose, it is increasingly 
evident that the basic essential is a scien- 
tific inventory of the tangible property 
units assembled and summarized in a 
logical manner. 

The building up of actual technically 
identified property units; the determina- 
tion of provable costs; and the assembly 
of such costs into proper classification in 
understandable, usable form, is a science 
in itself and one upon which I might speak 
for hours. 

The “Industrial Appraisal of 1934” is 
one in which the so-called “opinion ap- 
praisal’” must give way to the coordinated 
“appraisal report.” The varied nature of 
the problems and the necessity for many 
different types of human talent and sta- 
tistical references, even on the smaller 
type of industrial property, make this true. 

The opinion of an individual upon the 
value of industrial property can be worth 
no more than his ability to substantiate 
such conclusion. If this opinion is arrived 
at by the accumulation of complete and 
accurate facts, and through the coopera- 
tive effort of others trained to assemble 
such data, then the judgment of the ap- 
praiser can be better exercised and he may 
feel confident that the basis for his valua- 
tion is factually provable—and his ability 
and disinterestedness is strengthened ac- 
cordingly. 


¢ 





Appraising Property Zoned for Business 
By Gro. H. CoFFIN, JR., M. A. I. 


T was a wise man who said “you can- 
] not make a velvet purse out of a sow’s 
ear.” Neither can you make business 
property out of subdivider’s illusions, deed 
restrictions, or zoning classifications. 
Sound economic forces create the rela- 
tively limited frontage of any city which 
can profitably be devoted to business use. 
Unfortunately, most of the so-called busi- 
ness frontage was born of the wedlock 
between ignorance and speculation. The 
naked miles of vacant lots along our ar- 
teries of travel are mute testimony to an 
economic waste of such proportions that 
the imagination is startled at the farce of 
perpetuating this needless waste into the 
eternity of tomorrow. 

In sixty percent of the area of Los 
Angeles City which is now zoned, there are 
600 miles of frontage zoned for business 
use exclusively, a staggering frontage 
equivalent to 126,831 lots with an average 
frontage of 50 feet each, equal to the dis- 
tance from Los Angeles to the Arizona line 
and then across the state of Arizona to 
within ninety miles of New Mexico. 

A careful calculation discloses that not 
exceeding 1414% of this frontage is 
actually improved with business struc- 
tures. In the entire City of Los Angeles, 
zoned and unzoned areas, there are 21,638 
business structures of all kinds from office 
buildings to service stations. It is con- 
ceded that a minimum of 85% of these 
buildings are located within the 60% of 
the area which is zoned. We all recognize 
the fact that a large portion of the 1414% 
occupied frontage should never have 
been improved for business. The mere 
presence of business buildings on thou- 
sands of lots already improved does not 


warrant the conclusion that the land so 
occupied ever was, is, or ever will be busi- 
ness property. The financial heartaches 
of the owners and mortgagees of such 
misplaced investments can attest to this 
truth. This leaves 85.5% of the zoned 
business frontage vacant, most of which 
is permanently committed to enduring 
idleness unless curative measures are 
adopted, and this can only be done through 
the medium of education. 

We seem to forget that this vacant 
frontage has never yet been used since 
the dawn of creation except for farming. 
We live on the eternal hope that some 
magic is going to change all history and 
send responsible tenants madly competing 
for retail space in our goat pastures, 
which in 60% of our city consists of the 
equivalent of approximately 108,500 va- 
cant 50 foot lots zoned for business. 

Ten typical districts containing vast 
frontages dedicated to idleness have been 
studied, where front foot prices—not 
values—run from $25.00 per front foot to 
$300.00 per front foot. This study pro- 
duces an average asking price of $150.00 
per front foot. Applying this modest fig- 
ure to the 108,500 lots, we reach the stag- 
gering and stagnant total of eight hun- 
dred thirteen million seven hundred fifty 
thousands dollars of largely imaginary 
value. Taxes are being paid upon this 
sum in the blissful belief that by so doing 
false dreams will come true. By applying 
our prevailing 50% basis of tax assess- 
ment to this idle frontage and a $4.30 
City and County rate, the annual con- 
tribution of the owners of such property 
amounts to one and three-quarter million 
dollars, exclusive of special assessments 
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It is conceivable, though exceedingly 
doubtful, that with the continued growth 
of this city that the next twenty years may 
witness the absorption into use of 8% of 
these zoned lots which are strategically 
located and about which the environing 
factors warrant the dignity if potential 
business classification. : 


PRESENT WORTH 


We have long since learned that the 
present value of a dollar, receipt of which 
is deferred into distant years, is worth 
but a few pennies today. Consider the 
present worth of this average of $150.00 
per front foot if receipt thereof is post- 
poned for such a brief span in the life of 
any city as twenty years. Credit the right 
of the owners to receive a minimum of 
8% on an investment in such a hazard (a 
far greater interest rate would be war- 
ranted) and admit that taxes, assess- 
ments, and management will absorb a 
minimum of 214% annually, and the an- 
swer is that the present worth of this 
$150.00 per front foot, with receipt de- 
ferred for but twenty years, is but $20.35. 
If we take a much saner view and accept 
fifty years before many of these vacant 
stretches will have a justified sales price 
of $150.00 per front foot for business use, 
then the present worth of each foot is ex- 
actly one dollar and one cent, and the 
average 50 ft. lot priced at $7,500.00 is 
today worth $50.50. 

As the basis of value in property is 
founded on its ability to earn income or 
render service, we should properly con- 
sider a declining price level for most of 
the vast mileage under discussion as it is 
incapable of income production and un- 
desirable for service so long as it remains 
under business zoning. Suffice, however, 
for the purpose of this article to hold the 
present average asking price static. 


RATE OF ABSORPTION 


The rate of absorption of unimproved 
business property, even such thereof as is 
favorably located, will depend principally 
upon the demand created by future in- 
flux of population. To attempt to predict 
this future increase with any degree of 
close accuracy is quite impossible. Suffice 
it to say that the tremendous rate of 
growth from 1920 to 1930 is unlikely of 
repetition at any near future date. The 
growth from 1920 to 1924 was approxi- 
mately 89,000 annually but from 1924 to 
1930 this phenomenal rate had decreased 
to approximately 50,000 annually. Since 
1930 it is obvious that our annual gain 
has been materially lessened by the forces 
of depression. 

The growth of our city is in direct pro- 
portion to the prosperity of the nation as 
a whole. The liquidity and price level of 
real estate, securities, and commodities in 
the middle west and east is the barometer 


by which any material increase in our 


population can be measured. The per- 
centage of population gain which is of 
greatest material value to our city con- 
sists of those who have accumulated 
wealth in varying degrees elsewhere, and 
who bring that wealth here in terms of 
principal or interest to spend in our marts 
of trade and in the acquisition of our 
homes. Southern California with all its 
marvelous resources and industry is still 
too young to possess sufficient remunera- 
tive avenues of endeavor to provide ade- 
quate employment possibilities for the en- 
tire segment of our present population 
which is dependent solely upon physical 
labor for sustenance. 

Mr. Babcock in his report on the re- 
grading of Bunker Hill area in Los An- 
geles, published in 1931, hazards the 
prophecy of an increase in our population 
stream of 50,000 annually during the 
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three decades commencing with the year 
1930. At that time he correctly predicted 
a lesser rate of increase during the first 
half of the present decade. Accepting Mr. 
Babcock’s estimate of 50,000 annual in- 
crease, and accepting the study of forty 
cities made in 1927 by Regional Planning 
Association of Chicago, which established 
a business use of 50 feet of frontage per 
100 persons, we could then anticipate an 
absorption into use of 500 vacant business 
lots per annum, which, if our increase 
was sustained on an approximate level 
would require 217 years to absorb the va- 
cant business lots in only 60% of the area 
of our city. This is a very considerable 
length of time to carry any property be- 
fore it is put to use. Imaginary benefits 
so far deferred are actually substantial 
liabilities ! 
WHAT TO Do? 


Now that we have sketched in the out- 
lines of this picture of economic waste, we 
face the question of what can be done 
about it? Certain distinct remedies are 
available which can be made to apply to 
a large part of this dormant frontage. 
The worst obstacle to a solution is the 
almost impassible barrier of ignorance on 
the part of the average owner of such 
land, but the dawn of realization is break- 
ing in some sections under the painful 
tutorship of continued pressure on the 
check book. Some very intelligent action 
has already been taken with profitable re- 
sults. 


CRESCENT HEIGHTS BOULEVARD 


Much can be accomplished by the mere 
change of zone with the necessary coopera- 
tion of the zoning authorities and the as- 


sessor’s office. A typical example is 
Crescent Heights Boulevard, originally 
zoned for business from Olympic Boule- 
vard south to Pico Boulevard in 1923. It 
did not develop in accordance with the 


zoning and in 1928 the owners realized 
the mistake and petitioned for the re- 
zoning of the frontage to prohibit busi- 
ness and to permit multiple family use. 
The result is that with the exception of 
five lots in the first two blocks south of 
Olympic Boulevard every lot is developed 
today and producing an income. Twenty- 
one new multiple structures have been 
erected since last November, or are now in 
course of construction on the west side of 
this re-zoned boulevard in a distance of 
two blocks. This should be most signifi- 
cant to thousands of others who lack sim- 
ilar vision and whose business zoned front- 
age is destined to continued vacancy. 


OLYMPIC BOULEVARD 


An almost equally interesting example 
is Olympic Boulevard, westeriy from 
Crescent Heights Boulevard, which is 
divided into three zone classifications; 
namely, business, multiple residential, and 
single family. The long stretches zoned 
for business are largely idle, weed cov- 
ered, and without promise. The section 
zoned for multiple use is witnessing at 
this time a development of new apartment 
houses at a rate which recalls pre-depres- 
sion years. The development of the single 
family residential portion is slightly fur- 
ther advanced and is outstanding in this 
western section of Los Angeles. It is of 
course true that the desirability and price 
level for single family residential use of 
certain frontages subject to fast moving 
automobile traffic is often less than front- 
age in the interior of the block, but this 
discounted value is of small moment com- 
pared with sustaining the property into 
eternity in a zone which kills all demand. 

The re-subdivision of vacant highway 
frontage commands attention. We ob. 
serve the interior of many of our blocks 
to be well-developed, either residentially 
or with multiple structures; that the va- 
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cancy begins at the highway frontage and 
extends in a strip with an average depth 
of 150 feet to the improved property. If 
the business zone classification which ap- 
plies to this vacant frontage were elim- 
inated and the frontage re-zoned to re- 
strict the land to the use made of the in- 
terior of the block, whether single family 
or multiple residential structures, it 
would promptly warrant the acquisition of 
vast numbers of these unimproved front- 
ages for the purpose of re-subdivision into 
lots facing the side streets, which front- 
age would, in most instances, warrant a 
price not less than the value of other in- 
terior frontage on such side streets. Many 
districts have been studied where this war- 
ranted price level on the interior streets 
for multiple use averages $60.00 per front 
foot, and where the unwarranted asking 
price of the vacant highway business 
classified frontage averages $150.00 per 
front foot. The average depth of these 
interior lots is 140 feet. It is thus in- 
dicated that $60.00 times 150 feet, or 
$9,000.00, is recoverable in property of 
this classification for the corner 140 feet 
of highway frontage which would become 
depth on the side street and which, in most 
cases, is without hope for utilization by 
business. If the owners of such frontage 
would but realize that the present worth 
of this $9,000.00 is $4,300.00 more than 
$150.00 per foot for this 140 feet if they 
wait only 15 years to secure their price, 
then intelligence should come to the sur- 
face and much of the waste area would be 
converted into production. 


SANTA MONICA BOULEVARD 


Another medium of absorption of these 
vacant stretches is an example admirably 
established by the City of Beverly Hills 
in condemning approximately 75 feet of 
frontage on the westerly side of Santa 
Monica Boulevard for a distance of ap- 


proximately one mile from Doheny Drive 
to Wilshire Boulevard and converting the 
whole thereof to park purposes. Every 
neighboring lot has been materially en- 
hanced in value by having this beauty spot 
accessible. Such procedure is particularly 
valuable to multiple family districts where 
improvements absorb the major part of 
the total lot area and where the congestion 
of families calls for proximity to open 
areas for recreation and comfort. Mul- 
tiple structures located reasonably close 
to parks enjoy a much higher occupancy 
factor than those without such conven- 
iences. A district bond issue was the 
method used to acquire the park strip in 
Beverly Hills and the Park Department 
maintains same in a most creditable man- 
ner. The justified cost of such acquisition 
is negligible in comparison with the values 
resulting. The condemnation of 75 feet 
of frontage out of the average 150 feet of 
depth would leave the owner in possession 
of a valuable 75 foot multiple family lot 
immediately adjoining the park with as- 
surance of perpetual light, air, and beauty 
adjoining. Such a lot would command a 
value level for multiple residential use 
greater than normal corner influence. The 
benefits if figured at 25% of inside lots on 
side streets would reflect $15.00 per foot 
to a $60.00 per foot inside base level and 
the fair value for the 75 feet not con- 
demned would be $5,625.00, which, if there 
were no award for the frontage strip con- 
demned, is a sum $1,325.00 greater for 
each corner lot with a frontage width 
equal to the average depth prevailing on 
the side street, than an asking price of 
$150.00 per foot, provided receipt of such 
price is deferred but fifteen years. 


WHERE DOES THE BLAME LIE? 


I place but negligible blame for the 
over-zoned business frontage status of Los 
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Angeles, or any other city, at the doors of 
the planning commissioners and city offi- 
cials except for their lack of backbone. I 
regret to state that much criticism must 
be directly charged to the greed of the 
property owners themselves, whether sub- 
dividers of large areas or individual lot 
owners whose'demands upon the authori- 
ties, and the pressure used to enforce these 
demands, has been of such magnitude as 
to force the dedicating of otherwise use- 
able frontages to eternal wastage by im- 
proper zone classification, thus making it 
possible during an active real estate mar- 
ket to exploit such land, pocket the false 
value created by the establishment of a 
business zone, and depart leaving a trail 
of depleted residential value in their wake. 

It has heretofore been difficult to com. 
bat a strange psychology, not founded 
upon reason, which casts an apparent 
charm over any property called business. 
The average citizen feels an inclination to 
insert his thumb in the armholes of his 


vest and revel in the opinion that his 
particular property when zoned for busi- 
ness is the real diamond, whereas his 
neighbor’s lot zoned for multiple dwellings 


« 


or single family residential purposes is 
but imitation. 

The tone of this article might reflect 
the conclusion that I am bearish on the 
future of business property in Los Angeles 
and Southern California, or that Los An- 
geles has perpetrated a zoning crime 
which other major cities of our Nation 
have avoided. Such is not the case. I 
have the utmost faith in the present and 
the tomorrow of Los Angeles and its en- 
virons. I grant to the real business front- 
age in both the central business district 
and the decentralized sections the respect 
which in many instances is so thoroughly 
warranted. I subscribe tu the opinion of 
its owners that only United States Gov- 
ernment bonds can surpass it for the in- 
vestment of capital. Such property, which 
is proportionately very limited in extent, 
is not, however, the subject of this article, 
nor does this negligible percentage of the 
business zoned frontage justify the ap- 
praiser in reflecting into terms of dollars 
the absurdities of judgment which have 
caused the zoning into oblivion of many 
hundred miles of property which other- 
wise would command a dollar value or a 
use value. 


be 





Future Population Growth and Real Estate 
Values 


By WARREN S. THOMPSON 


ulation growth are in prospect no 

longer admits of any doubt. As yet, 
however, but few people have been suffi- 
ciently interested in these changes to in- 
quire into their probable extent and sig- 
nificance. This is probably due to the fact 
that for a long time our population has 
been growing so rapidly that, except dur- 
ing the World War, there has been a 
steady increase in the numbers added to 
our population from decade to decade. 
That changes in population growth large 
enough to result in smaller numerical in- 
creases year by year will affect our eco- 
nomic activities in many ways will 
scarcely be questioned by any one who 
gives this matter even passing attention. 
It was undoubtedly the conviction on the 
part of your convention management that 
real estate values will be more or less 
directly affected by the vastness of the 
changes in population growth now taking 
place that is responsible for the discussion 
of this topic tonight. 

The first requisite in discussing the ef- 
fects of population growth on real estate 
values is to get as accurate a notion as 
possible of the probable growth of our 
total population during the next few 
decades; having done this we can proceed 
to speculate on the ways in which this 
probable growth will react upon real 
estate values and the volume of turnover 
in real estate transactions. 

Any calculation of probable future 
population must necessarily be based on 
certain assumptions regarding trends in 


Traiat important changes in our pop- 
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birth rates, death rates, and immigration. 
Hence, all such calculations are subject to 
considerable margins of error. All that 
can be said of any calculation is that if 
birth rates do so and so, and if death 
rates behave in a given manner, and if 
immigration amounts to a certain num- 
ber annually, then we shall have a popu- 
lation of a given size in 1940 or 1960. 
Unfortunately there is not time to discuss 
the assumptions used here. That alone 
would take the entire evening and would 
be unutterably boring to most of you. I 
can only say that the utmost care has 
been taken in keeping them within the 
realm of the probable. Moreover, the cal- 
culations derived from them are subject 
to revision whenever significant new infor- 
mation becomes available. Such forecasts 
are necessarily unsatisfactory. But un- 
satisfactory as they are I believe they will 
come close enough to actual attainment 
to prove of practical value in many re- 
spects. 

The growth of population in the United 
States, then depends upon the three 
variable factors already mentioned—the 
birth rate, the death rate, and the amount 
of immigration or emigration. The future 
changes in the death rate can be predicted 
with considerable certitude inasmuch as 
in the West the death rates do not fluct- 
uate violently except in case of war or 
epidemics, and the latter are rapidly de- 
creasing in frequency and in deadliness. 
Hence, the effects of changes in the death 
rate on population growth can be foretold 
with a fair degree of assurance. Besides 
it takes a rather large and long continued 
fluctuation in the death rate to make any 
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significant difference in the rate of popula- 
tion growth. The error likely to be intro- 
duced into population estimates by mis- 
judging the trend of the death rate is, 
therefore, very slight and need give us lit- 
tle concern. 

The future course of the birth rate is 
far more difficult to chart and is of far 
greater weight in the final estimate. 
There is only one point of general agree- 
ment among those studying population 
growth intensively and that is that the 
birth rate will continue to decline. There 
is much difference of opinion as to how 
much it will decline. Will it decline one- 
third in 50 years, will it decline only one- 
eighth in that period, or will it soon be- 
come stationary? The low calculation of 
population growth made here is based on 
the assumption that the 1925-29 birth rate 
will decline by one-third during the next 
half century, that the death rate will de- 
cline but slightly, and that there is no net 
immigration during this entire period. 
(Table 1.) The high calculation results 
from a decline of about one-eighth in the 
birth rate in this same period, from a lower 
death rate issuing in an increased expecta- 
tion of life of about 12 years and from a 
net immigration of 300,000 annually. The 
medium calculation as the name indicates, 
stands midway between the others on all 
these assumptions and, hence, in popula- 
tion also. 


Table 1. Future Total Population as Cal- 

culated (in thousands) 

High Medium 
135,100 133,100 
150,800 142,900 
167,300 149,800 
184,200 153,800 
202,000 155,200 


Low 
131,900 
137,100 
137,900 
134,900 
129,200 


Year 

1940.... 
1950..... 
Be. «2 
1970.... 
1980.... 


Since 1930 population growth has ac- 
tually been somewhat less than the low 
calculation just given and it is my personal 


belief that it is likely to remain below it 
for some time. I see no reason to believe 
that the birth rate will suddenly cease to 
decline (already in the last four years it 
has declined more than the entire decline 
to 1980 allowed for in the high calcula- 
tions) ; nor do I see any reason to believe 
that there will be any marked relaxation 
of the present laws and administrative 
regulations affecting immigration. Hence, 
it seems highly probable that there will be 
only 7 to 9 millions more people in the 
United States in 1940 than there were in 
1930; hence, the total population in 1940 
will probably not exceed 130 to 132 mil- 
lions; whereas if it grew by the same num- 
ber between 1930 and 1940 as between 
1920 and 1930 it would number 140 mil- 
lions in 1940. Between 1940 and 1950 the 
increase will be even less, unless immigra- 
tion restrictions are considerably relaxed, 
and in 1950 our population will probably 
be in the vicinity of 135 millions. After 
that it is likely to remain about stationary 
for a decade or two and then begin to de- 
cline. 

The advantage of making two or three 
caculations as has been done here is that 
if 10 years from now we decide to admit 
a hundred thousand or two hundred thou- 
sand immigrants annually it will not be 
difficult to tell with fair accuracy what 
will be the effect on the nation’s growth 
of this change of policy. Thus the addi- 
tion of 100,000 immigrants annually, 
between 1940 and 1980, would be to in- 
crease the total population at the latter 
date by about 7,000,000; while adding 
100,000 births annually from now until 
1980 would increase the population by 
about 61% millions. In the discussion which 
follows I shall assume the low growth, 
that is, about 130 millions in 1940, about 
135 millions in 1950 and 1960 and a de- 
cline to about our present population of 
126 millions by 1980. I want to make it 
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clear, however, that although these figures 
now seem highly probable they would be 
increased very appreciably, as has just 
been indicated, by any change in immi- 
gration policy which admits more for- 
eigners, and by any increase in the birth 
rate, or even by a more slowly declining 
birth rate than that assumed here. These 
low figures merely represent what now 
seems the most probable trend in popula- 
tion growth in the light of the facts which 
are available to date. 

Assuming, then, that we shall have a 
population growing but slowly for per- 
haps 15 or 20 years and then becoming 
stationary, or even declining, what is the 
outlook for real estate values? I can do no 
more than suggest an answer to this ques- 
tion couched in the most general terms, 
for whether population growth in any 
particular community will follow the trend 
in the country as a whole cannot be told. 
Each community has its own peculiar 
problems and its growth depends upon 
such a variety of factors of local nature 
that only the most expert investigation on 
the ground can lead to conclusions regard- 
ing it which will be of practical value. 
Thus it need not be denied that in all prob- 
ability a resort area such as southern Cali- 
fornia, or the Florida coast, will follow a 
different growth curve from the textile 
areas of New England. A very prosperous 
population having many persons who can 
retire at a fairly early age would be quite 
likely to result in a fairly rapid growth 
in southern California; but the demand 
for textiles and the relative advantages 
of New England and North Carolina as 
places in which to manufacture them will 
determine the growth of the textile cen- 
ters in these regions. Similar factors are 
operative everywhere, but even so, it does 
not seem unreasonable to assume that the 
majority of communities will follow the 
general growth trend of the country as a 


whole and, hence, that some discussion of 
these general trends will be helpful. 

Before attempting to answer the ques- 
tion as to what will be the effect of popu- 
lation growth on real estate values it may 
be well to remind you that real estate 
(land) belongs in a category by itself; it 
is not as other goods. It is not elastic, nor 
is the demand for it as elastic as the de- 
mand for most commodities, except, per- 
haps, at a time when speculation in all 
lines is rampant. The reasons for these 
differences between land and most com- 
modities are not far to seek. Very few 
people can use more than one house, or 
farm more than a given number of acres, 
or care to have several offices, but every 
person needs some space in which to work 
and live. It is not likely that two-house 
families, or two-office executives will ever 
become as common as two-car families, or 
two-bathroom houses, but every new in- 
habitant or worker does need some new 
space. On the other hand, the demand for 
many manufactured commodities and for 
many services, is, for all practical pur- 
poses, unlimited. Certainly it would be 
difficult to imagine a society in which there 
was not need for a great increase in most 
manufactured commodities or of many 
new manufactured articles. 

The demand for real estate in any com- 
munity is, therefore, much more closely 
associated with the size of the population 
that wants to use the land in that com- 
munity than is the demand for automo- 
biles, for radios, for electric refrigerators, 
for vacations, for telephones, etc., etc. In 
the United States e. g., the demand for 
automobiles much exceeds the demand in 
all the rest of the world although we have 
only about one-fifteenth of the world’s 
population. 

The demand for farm lands is, of course, 
determined largely by the need of the com- 
munity for food and clothing and the need 
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for these is relatively inelastic. Once one 
has attained a fairly comfortable position 
in life his consumption of food does not 
increase very greatly. In fact the more 
comfortable classes need less food than 
those who engage in rigorous hand labor. 
Any marked increase in the incomes of the 
poorer classes would unquestionably lead 
to an increased demand for the more ex- 
pensive foods—fruits, meat, vegetables 
and dairy products—which require more 
land for their production, but as compared 
with most manufactured products the de- 
mand for agricultural products is rela- 
tively inelastic. Hence, there can be no 
reasonable doubt that as population ceases 
to grow the value of farm lands will tend 
to become stabilized unless vast foreign 
markets are opened. At the present time 
the disordered condition of the world justi- 
fies no hope of a recovery of our markets 
for surplus agricultural products, to say 
nothing of the opening of new markets. I 
venture the prediction, therefore, that the 
era of speculation in farm lands with 
which those of us who were raised in the 
Middle West and Far West are so familiar 
is drawing to a close, assuming, of course, 
no marked change in the value of the 
dollar. The prospect of great inflation 
would, however, lead to feverish specula- 
tion in goods of all kinds and in land in 
particular. But in the normal course of 
events there is little likelihood that the 
demand for agricultural products will call 
into use more and more lands on the mar- 
gin of profitable cultivation and thus make 
possible the rapid, or even the steady, 
boosting of the values of the better than 
marginal lands. This is not to say that 
there will not be changes in the values of 
farm lands in particular areas suited to 
the growing of particular crops the de- 
mand for which may change. However, 
such shifts cannot possibly be foreseen 
long in advance, nor can their extent be 


judged very accurately even by people who 
are thoroughly familiar with the localities 
affected; hence, they cannot be taken into 
account here. 

Since there is much more interest in 
the probable value trends of urban real 
estate than in that of farm lands it be- 
hooves us to hasten on. The basic reason 
for the great rise in real estate values in 
cities during the last few decades has been 
the very rapid increase of their popula- 
tions. From the beginning of our history 
our cities have grown much faster than 
the nation as a whole. They have absorbed 
a steadily and rapidly increasing propor- 
tion of the total population. Thus, where- 
as, places of 8,000 and over contained only 
3.3 per cent of our population in 1790 they 
contained 49.1 per cent in 1930—almost a 
fourteenfold increase in proportion—while 
places having over 2,500 increased from 
7.0 per cent of the total in 1820 to 56.2 
per cent in 1930. The larger cities have 
had an even more phenomenal growth. 
Metropolitan districts of over 100,000 con- 
tained only 1.3 per cent of our population 
in 1820 but in 1930 they had 44.6 per cent 
—over a thirtyfold growth in a little over 
a century, most of which has taken place 
since 1890 when only 15.4 per cent of our 
people lived in cities of this size. It is little 
wonder, then, that most of us have come 
to feel that steadily increasing real estate 
values in the cities are the normal condi- 
tion and that the recent set-back is of a 
temporary nature. For such a belief we 
not only have testimony from our own ex- 
perience, but we know that much the same 
sort of change in values has taken place 
all over the Western world. Indeed a sim- 
ilar rise in values has taken place in all 
lands where the development of urban in- 
dustry and trade has been rapid. If we 
were to judge of the future from past ex- 
perience, therefore, a steady and even a 
rapid increase in urban real estate values 
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is indicated, as the physicians say. But 
with the close relation between population 
growth and urban real estate values that 
has prevailed in the past it seems alto- 
gether unlikely that the latter will con- 
tinue to increase at anything like the past 
rate when the former grows but slowly, 
ceases to grow, or even declines. It should 
be noted, however, that urban communi- 
ties may keep on growing faster than the 
total population, for, as I have indicated 
above, there is no likelihood of any con- 
siderable increase in the demand for farm 
products in the foreseeable future. But 
even though cities may grow faster than 
other parts of the nation they will un- 
doubtedly grow but slowly as compared 
with their former rates. For the near 
future, therefore, and again leaving mone- 
tary inflation out of account, it would seem 
that city real estate values will depend 
upon how much future growth has already 
been discounted in current values. It can 
scarcely be doubted that if current values 
in X are based on the belief that X will 
grow 25 per cent during the next decade 
as it did during the past two or three 
decades while X actually grows but 5 or 
10 per cent then real estate values in X 
will almost certainly suffer rather severely 
when it becomes clear to the public that 
X’s days of rapid growth are past 

In the very nature of the case one can- 
not prove that most of our cities will grow 
more slowly in the future than in the past 
but all the facts upon which the popula- 
tionist can base reasonable calculations 
point to that conclusion The question the 
populationist must ask is: Where are the 
people to come from to keep the cities in- 
creasing at anything like the rates prevail- 
ing in the past? They are not being born 
now as has been shown above—each year 
shows fewer births—and the sentiment of 
the country is strongly against allowing 
any immigration as long as there is any 


significant amount of unemployment 
among our present population. Therefore, 
the only place from which the cities can 
recruit any appreciable number of new in- 
habitants for some time to come is from 
among our own rural population. There 
is still a considerable reservoir of un- 
needed labor on the farms and in the 
smaller towns, but even so there are not 
enough persons to be spared from the 
farms and villages to keep even the city 
districts of over 100,000 growing as they 
have been. Such districts increased in 
population by over 12 millions between 
1920 and 1930. If they were to increase by 
the same absolute number between 1930 
and 1940 they would have to absorb not 
only the entire probable increase of the 
nation (7 to 9 millions during this decade) 
but would have to draw 3 to 5 millions 
from the smaller cities and the rural pop- 
ulation. Such a growth of the larger cities 
at the expense of the rest of the country 


is highly improbable but even if the cities 


of over 100,000 grew by 12 millions from 
1930 to 1940 they would increase by only 
22 per cent as compared with 28 per cent 
between 1920 and 1930; that is, they 
would grow but three-fourths as fast. One 
cannot say categorically that the cities of 
over 100,000 will not increase by 12 mil- 
lions during the next decade but, for one, 
I certainly do not believe that they will. 
In this connection it may be of some 
interest to note the forecasts of the New 
York Region as issued by the Regional 
Plan Authority and compare them with 
certain other calculations which seem to 
the writer worthy of careful considera- 
tion. The Regional Plan Authority has es- 
timated that the New York Region which 
had about 11.5 millions in 1930 will have 
about 21 millions in 1965, a gain of about 
9.5 millions in 35 years. This is equal to 
about three-fourths of the entire gain of 
the nation during this period, as calculated 
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above. If, on the other hand, the New 
York region only has the same proportion 
of the nation’s total population in 1965 
that it had in 1930 it will have only about 
12.8 millions at that time and if it absorbs 
the same proportion of the nation’s total 
increase in the future as during the last 
decade it will still have only about 13.5 
millions. I am not putting these figures 
forward as definite estimates for the New 
York Region, I only want to call attention 
to the fact that it will take vast changes 
in the distribution of the nation’s popula- 
tion to permit even New York to keep 
growing numerically as it has been.. It is 
not impossible for it to do so, but I very 
much doubt if any of us here really be- 
lieves that this region will keep on grow- 
ing in this way when our population, as 
a whole, has ceased to grow or has even 
begun to decline. It is not reasonable to 
suppose that this can happen to more than 
a few among the cities of over 100,000 and 
these not the largest in this group. 

Since the above was written the prelim- 
inary results of the special census of Chi- 
cago taken in January of this year have 
been announced. They indivate that the 
population of Chicago was 117,000 smaller 
on the latter date than at the time of the 
1930 census, that is it numbered about 
3,260,000 in January, 1934. This may be 
compared with the 3,640,000 which Chi- 
cago would have had if it had continued 
to grow since 1930 as it did from 1920 to 
1930 and with the 3,440,000 it would have 
if there had been no migration into it or 
out of it since 1930. One is disposed to 
regard this loss of population, about 190,- 
000, as purely a depression phenomenon; 
but it is by no means certain that the re- 
turn of prosperity will mean a return to 
the rapid city growth we have had in the 
past even for the short period needed to 
gain back losses. As for continued rapid 


growth in the cities I have already shown 
that it is highly improbable. 

In considering future growth of the 
cities we not only must ask where the pop- 
ulation can come from to enable them to 
grow at past rates, we must also ask 
whether there is any likelihood of the de- 
centralization of population affecting the 
growth of these cities in the near future. 
This is too large a subject to undertake 
here. It can only be noted that suburban 
growth has already outstripped central 
city growth in many metropolitan areas 
and that in some parts of the country there 
has been a considerable movement of pop- 
ulation to acreage tracts near the cities. 
Furthermore, it seems only reasonable to 
suppose that the effects of the automobile, 
cheap telephone communication, and the 
widespread distribution of electricity have 
only begun to manifest themselves in the 
re-distribution of population, because, up 
to the present they have been largely ig- 
nored in the spatial organization of busi- 
ness enterprises. In the future the large 
city will have to compete not only with its 
immediate suburbs for population, but also 
with more distant areas as they become 
more readily accessible, more easy to com- 
municate with and enjoy the benefits of 
cheap electricity. It seems only reasonable 
to assume, therefore, that city real estate 
values will increasingly feel the effects of 
this competition. Furthermore, the sur- 
rounding areas now accessible are so large 
(the area of a circle increases as the 
square of its radius) that a scarcity of sites 
for industrial and residence purposes will 
be less common than before the days of 
the automobile, the telephone, and the gen- 
eral distribution of electricity. These out- 
lying areas do not compete in the same 
way with the “downtown” areas used for 
offices and for large-scale retailing but 
even here there are indications of a certain 
amount of decentralization which may 
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sooner or later affect downtown real estate 
values. 

In view, therefore, of the slowing up of 
population growth, of the changes in the 
distribution of people within urban areas 
and of the increasing availability of 
smaller communities both for business and 
for residence it seems not unreasonable to 
look forward to a period of more stabil- 
ized real estate values in the cities as well 
as in the nation as a whole. There will, of 
course, be some communities where values 
will decline and there will be some where 
they will increase rather rapidly, but, by 
and large, it would seem that we have 
reached the end of the period when we can 
reasonably expect the continuance of the 
increase in values which we have come to 
regard as normal. This means, as I see it, 
that the speculative element in real estate 
transactions will gradually be eliminated. 
Real estate will be bought less and less for 
a rise in price and more and more for long 
time investment and for immediate use. 
In a word, I believe that the outlook for 
population growth is such that it will be 
a bearish factor in the real estate market. 
I cannot see the demand for land for any 
or all of its varied uses rising rapidly 
enough to raise its price as in the past, 
except in particular circumstances which 
cannot possibly be taken into account in 
making a general survey of the situation. 
A local boom, due, let us say, to the rapid 
development of a new industry, or mone- 
tary inflation, or a European war issuing 
in a greatly increased demand for agricul- 
tural products, or any one of a hundred 
other occurrences might well send real es- 
tate values skyward in many localities, or 
even in the country as a whole; but, bar- 
ring such unpredictable events, there is 
good reason to believe that there will be 
much less speculation in real estate in the 
future than there has been in the past. 

Stabilized real estate values will prob- 


ably have another effect of interest to 
Realtors. It seems highly probable that the 
turnover of real estate will be much slower 
as the chance of speculative profit is de- 
creased; for one of the important motives 
in buying land in the past has undoubtedly 
been the opportunity to make a profit on 
a fairly quick turnover. Hence, the volume 
of real estate transactions is likely to 
diminish considerably as values become 
stable. Real estate bought for investment 
and for use will certainly be held longer, 
on the average, than that bought for profit 
on turnover. 

But even though the tempo of real estate 
transfers should become slower as popula- 
tion ceases to grow the chief function of 
real estate brokers will remain. There will 
always be need of brokers to bring sellers 
and buyers together although there may 
not be need for as many if the volume of 
transactions decreases. Besides, if industry 
should once start to decentralize in ear- 
nest, and particularly if the great central- 
ized offices of large industries and insur- 
ance companies should be broken up into 
smaller units, and if neighborhood mer- 
chandising should grow, there will be an 
enormous shift in population from the more 
crowded areas of the larger cities to their 
peripheries, and even to new communities. 
There can be little doubt that many ad- 
ventitious circumstances have contributed 
to the present distribution of population. 
Many cities have grown largely through a 
series of accidents rather than through 
any inherent advantage they possessed as 
compared with their competitors. Indus- 
tries have been started and developed with 
but little regard to the economic factors 
involved and with even less concern over 
the social problems created by their loca- 
tion in a particular community. In the 
future, more attention will be paid to the 
economics of factory and office location 
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and the advent of truck transportation 
will nullify some of the railway freight 
differentials which have exercised such an 
important influence in the growth of par- 
ticular communities. Besides, it seems 
highly probable that considerations of so- 
cial welfare will play a much larger part 
in the distribution of people in the future 
than in the past. 

As a consequence of the operation of 
these factors making for a more econom- 
ically sound, and a more socially desirable 
distribution of population it is not im- 
probable that there will be considerable 
shifting of people from larger to smaller 
communities in the near future. Such 
shiftings are certain to have a marked ef- 
fect on the real estate values in many com- 
munities and they will also affect the rate 
of turnover. It is also highly probable that 
in the redistribution of population which 
will take place far more attention will be 
given to community planning than has 
been given to it in the past. We shall have 
fewer and fewer communities which like 
Topsy have “just growed” and more and 
more which are laid out with the welfare of 


¢ 


the community and the economy of produc- 
tion as the criteria of excellence. The sup- 
plying of the real estate needs of businesses 
and of families in this new scheme of com- 
munity building will certainly require the 
services of the expert Realtor. He is the 
only person with any experience at all in 
making such adjustments, hence, it is not 
unlikely that, with a minimum amount of 
readjustment the Realtor will become the 
recognized agent of the community for 
effecting these large shifts of population 
from community to community with the 
least possible loss to all concerned. With 
the passing.of speculation the real estate 
broker will become more and more of a 
professional who will furnish expert ad- 
vice to his clients in their search for the 
real property which will be of greatest 
value to them in their businesses, or most 
satisfactory to them as places of residence. 
Thus the changes in population growth 
which lie just ahead are quite likely to be 
of considerable importance in bringing to 
earlier fruition some of the tendencies in 
the real estate business which have been 
noticeable for some time. 
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Depreciation 
By JAMES J. GROGAN, M. A.I. 


derstand, is to start a discussion, and 

it is presented with this thought in 
mind, and not with the idea of proving 
anything or of displaying any particular 
expert knowledge on the part of the 
writer. 

Depreciation, as herein discussed, ap- 
plies only to buildings and no considera- 
tion is given to land. 

What is depreciation? To my mind, the 
proper definition is “shrinkage in value.” 
This shrinkage, speaking exclusively of 
buildings, occurs from two sources: (a) 
Physical deterioration, or (b) Obsoles- 
cence. 

Physical deterioration, often, and I be- 
lieve erroneously, referred to as deprecia- 
tion in contrast to obsolescence, is the ex- 
haustion of the physical parts of the build- 


[Veer purpose of this paper, as I un- 


ing due to wear and tear, exposure to the 
elements, time, etc. 


Obsolescence, generally speaking, is 
shrinkage in value owing to lessening of 
desirability due to inadequacy to needs or 
utility. Obsolescence is often less tangible 
than deterioration, but of much more far- 
reaching effect. 

Depreciation is used in determining 
value, by deducting from replacement cost, 
the shrinkage in value, at a specific time. 
If the sale price, or utility value, is sought 
in an appraisement, obsolescence must 
necessarily be given consideration, even 
more than physical deterioration. If only 
physical value is to be determined, as for 
insurance, no consideration of obsolescence 
is necessary, or possibly even desirable. 

Logically, to arrive at a fair valuation, 
it would seem that the proper procedure 
would be to deduct a certain percentage 
of the reproduction cost for deterioration 


and another definite percentage for obso- 
lescence. However, I think this would be 
most impractical and dangerous for sev- 
eral reasons. In the first place, no one 
knows today how long some of our build- 
ings will remain, as, for example, our con- 
crete fireproof structures. Certainly their 
physical existence would apparently be al- 
most indefinite, and there would therefor 
be practically no deterioration. On the 
other hand, however, who can say how 
long it will be before many of our present 
modern buildings will be totally obsolete? 
Who would have thought in 1910 that be- 
fore 1920 brewery and distillery buildings 
would be useless? Is it altogether incon- 
ceivable that aeroplanes will render our 
almost indestructible garage buildings 
useless in a .comparatively short time? 
The only manner in which we can forecast 
the future is to study the past. From our 
experience we know that certain types of 
certain buildings have an economic life of 
a certain number of years, and the best 
we can forecast for the future is a similar 
life, modified possibly by knowledge and 
experience of the present. I, therefore, be- 
lieve it is most reasonable to use, in com- 
puting depreciation, one percentage figure 
for both deterioration and obsolescense. 

An exhaustive study of depreciation 
was made by men far more competent 
than I, and I believe it would be advisable 
to read their report, which is as follows: 
REPORT OF COMMITTEE ON DEPRECIATION 

AND OBSOLESCENCE 
October 24, 1928 


At the meeting of the Board of Directors of the 
National Association of Real Estate Boards on 
April 29, 1927, President C. C. Hieatt was author- 
ized to appoint a committee for the purpose of 
determining the useful or economic life of various 
types of real estate improvements. This action 
was taken as a result of a request from the United 
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States Bureau of Internal Revenue, to the Na- 
tional Association to advise the Bureau with 
reference to the economic life of real estate im- 
provements as a basis for determining the depre- 
ciation and obsolescence allowance in income tax 
returns. 

The Committee appointed for this purpose by 
President C. C. Hieatt consisted of the follqwing: 

Mr. Walter S. Schmidt, Cincinnati, Chairman. 

Mr. George C. Smith, St. Louis. 

Mr. Irving S. Whiting, New York City. 

Mr. William H. Ball, Philadelphia. 

Mr. James W. Belanger, Chicago. 

Mr. Arthur J. Mertzke, Chicago, Secretary. 

Through the Department of Education and Re- 
search of the National Association, every member 
Board in the National Association was requested 
to appoint a committee consisting of those mem- 
bers of each local board most familiar with the 
useful or economic life of real estate improve- 
ments in their respective communities. Such 
committees were appointed in more than three 
hundred local boards of the Association and out 
of this number one hundred dnd eleven sent in 
reports drawn up according to the directions fur- 
nished to each local committee by the national 
committee in charge of the investigation, 

The one hundred and eleven reports were then 
tabulated according to 

1. Sizes of cities. 
2. Sectional location of cities. 
3. Rate of growth of cities. 

Averages were prepared for each classification. 
The useful life reported for each type of construc- 
tion under each type of building was then tallied 
for the United States as a whole to show the 
distribution of useful life estimates among the 


various periods. By this means the term of life 
in each classification which received the largest 
number of votes could be readily determined by 
glancing at the table. 

With the complete questionnaires and these 
tabulated summaries before it the national com- 
mittee met in Cincinnati on October 24, 1928, for 
the purpose of preparing this report. The useful 
or economic life in years of various types of con- 
struction in the various kinds of buildings based 
on these tabulations which were agreed upon by 
the committee are as shown below: 

1. The Committee was not governed in its con- 
clusions alone by the averages which the ques- 
tionnaires established, but rather in considering 
the various types of structures, gave added weight 
to reports from those sections where experience 
through use of the types in question over ex- 
tended periods established particularly valuable 
bases for conclusions. 

2. The figures adopted by the Committee as 
showing the useful life of buildings, were based 
on a consideration of the building as a unit. The 
Committee was of opinion that an attempt to sep- 
arate any type of building into its component 
parts under general headings,—such as, structure, 
movable equipment, immovable equipment, power 
plants, etc..— would lead to a distorted picture. 

3. The grouping of buildings designed for vari- 
ous uses into classes based solely upon the char- 
acter of the construction, the Committee felt 
would not give proper data for determining the 
economic life. The use for which the building 
is constructed is at least an equal element with 
the materials used. Approach to the problem from 
this standpoint naturally results in varying 
lengths of life for different proposed buildings 
coming within the same structural classification. 








TYPE OF BUILDING 


Office Buildings 

Stores 

Warehouses 

Loft Buildings 

Factories 

Public Garages 

Theatres 

Hotels and Elevator Apartments 
Apartments and Flats without Elevators 
Stores with 1 or 2 Stories of Rooms or Apartments 
2, 3, 4 Family Dwellings 

Row Houses 

One Family Dwellings 


TYPE OF CONSTRUCTION 
Masonry 
Slow 
Burning 
With or 
Without 
Steel 
Frame 


Steel 
Frame 
Fire- Con- 
proof crete 
40 40 
50 5 


Rein- 
forced 


Masonry 
With 
Frame 


Interior Frame 
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4. After weighing the various arguments ad- 
vanced in favor on the one hand of fireproof 
steel, and on the other of reinforced concrete 
buildings, the Committee decided that buildings 
of these two classes had an equal economic life. 
The structures of both are seemingly almost in- 
destructible so far as physical deterioration is 
concerned, but there seems no doubt that changes 
in arrangement, architectural design, in facilities 
to be afforded, as well as in the habits and tastes 
of the public, will operate in the future as well 
as in the past to limit the useful life of buildings, 
even of these apparently indestructible materials. 
Mass movements of population, shifting of centers 
for different classes of use, changes in the arts, 
etc., create an almost certain obsolescence. 

The Committee feels it has given due weight to 
these various elements in arriving at the useful 
economic life. There are, of course, exceptions 
to the figures on the one side downward, due to 
extraordinary happenings of the kind mentioned 
above, and on the other side upward in the useful 
life, due to extreme conservatism or economy in 
living, which may prevail in different sections of 
the Country. 

5. Exceptions to the estimates of useful life 
given above will, however, be chiefly occasioned 
by the following causes: 


A. Special use, most applicable to manufac- 
turing properties where the building is 
suited to a limited use, perhaps, even a 
single use. 

B. Destruction from within due to the char- 
acter of the materials or chemicals used in 
the occupation of the building. 

. External depreciating elements, such as 
unstable soil, damaging climatic condi- 
tions, salt or fumes, acid, etc., in the 
atmosphere. 

These would be special cases to be treated 

either sectionally, or on their individual merits. 

6. It is the Committee’s recommendation that 
inasmuch as sectional and local variations and 
differing rates of growth of cities exist in the 
useful life of buildings, that the useful lives, as 
given, be subject to a twenty-per cent variation 
upwards or downwards, depending on the condi- 
tions mentioned above. 

7. The judgment of the Committee is presaged 
upon buildings being constructed under proper 
method and of approved materials. 

8. Taking up the different tyes of buildings, the 
Committee makes these brief comments, as to 
certain classes which vary from what might be 
called an average life. 


A. Warehouses. 


It was felt that buildings of this character 
could best be adapted to fluctuating use, 
and that the economic life was, therefore, 


longer than other buildings of the same 
type of construction. We have made a spe- 
cial classification for pier and _ special 
commodity buildings of covered frame 
skeleton construction. The life of such 
buildings is usually very short, and they 
should be put in their own special classi- 
fication. 


. Theatres. 


Theatres, from experience, average to have 
the shortest life of any type of building. 
Although it is true that Theatres continue 
in use occasionally after a lapse of a con-. 
siderable period of years, yet such con- 
tinued use is made possible only by the 
expenditure of great sums in alteration 
and rehabilitation. Theatres should also 
be given a lower life than other types of 
structures, because they are adapted to 
but this single use, and because the type 
of recreation sought by the people varies 
continuously; also, the advancement in en- 
tertainment devices, such as radio and 
television, create uncertainty as to the 
future of the Theatre as now designed. 


. Hotel and Elevator Apartments. 


(a) Hotels. The profitable life of the 
Hotel, experience proves, is comparatively 
short. Despite physical soundness of the 
building, it appears that there is almost a 
dead line from thirty to thirty-five years 
in the continued profitable use of the 
Hotel, due to the fact that Hotel Good 
Will is of an ephemeral nature, and pat- 
ronage is easily weaned away by the com- 
ing into existence of larger and more 
modern hostelries. 


(b) Elevator Apartments.. Elevator Apart- 
ments are given the same useful lives as 
Hotels. While their use may be continued 
beyond the years mentioned, it is the judg- 
ment of the Committee that the use ceases 
to be profitable considerably before the 
period assigned in the schedules attached. 
Nowhere does the demand for improved 
living conditions and the use of the ad- 
vantages that come from our inventive 
age catering to the convenience of living 
and the rising standard of living, have a 
greater effect on useful life than upon this 
type of structure. 


. One Family Dwellings. 


No distinction is made between the vari- 
ous good methods in use for residential 
construction, except frame. It was felt 
that despite the higher class building re- 
sulting if steel frame or reinforced con- 
crete is used, yet that these superior meth- 
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ods of construction would only be used in 
residential buildings of greater cost; and 
that while such buildings would have a 
longer physical life than those constructed 
of masonry with frame, yet they would be 
subject on the other hand to greater depre- 
ciation in value because of higher cost and 
limited resale possibilities. 

As is apparent from the foregoing re- 
port, one of the objects thereof was the 
attempt to standardize figures used for in- 
come tax purposes. The Treasury De- 
partment accepted the figures of this com- 
mittee, and used them in its exhaustive 
report “Depreciation Studies, Preliminary 
Report, of the Bureau of Internal Reve- 
nue” issued in January, 1931, the last re- 
port, I understand, from the Treasury De- 
partment on the subject. 

It must be kept in mind that the figures 
used in the report are general, and ap- 
plicable to classes and the entire country 
as a whole, and that, therefore, they must 
be used with discretion if used in appraisal 
work. Buildings within a class. differ 
radically and, therefore, the depreciation 
is often far from uniform. Homes of the 
colonial type, for instance, seem to have 
retained their charm far longer than many 
other types, and, therefore, suffer less 
obsolescence. 

One peculiarity of obsolescence is that 
it may occur from opposite causes. Both 
the increase or decrease in land value 
- often destroy the value of the building. 
If a residential street becomes desirable 
for business purposes, the value of the 
buildings decreases; if the value of land 
under a large structure, such as an office 
building, decreases, the building itself suf- 
fers, and the depreciation in value is much 
greater than ordinary. 

Other than changes in land values, some 
of the greatest factors in depreciation— 
or more specifically, obsolescence—are: 

1. Changes in style of architecture; 


2. Changes in neighborhood—colored invasion, 
intrusion of business, etc.; 


. Change in zoning; 

. Change in methods of transacting business, 

particularly in manufacturing; 

. Changes in manner of living—efficiency 

apartments; 

6. Poorly planned structures, either residential 

or business or industrial; 

7. Lack of modern facilities. 

Depreciation is usually computed in one 
of three ways, i.e.: (1) Flat Rate; (2) 
Component Rate, or (3) Composite Rate. 

To my mind, there is not a great deal of 
difference, and any one of the three is sat- 
isfactory, although I am inclined to favor 
the Flat Rate. 

A matter often disputed at length, is 
whether or not interest should be com- 
puted on the reserve set up for deprecia- 
tion. If the property is leased to a sub- 


stantial tenant for the ordinary life of the 
building, and particularly on a net lease, 
and if it is reasonably certain the income 
will be forthcoming during the full term 
of the lease, I believe interest on the re- 
serve should be allowable, as the owner 
has returned to him funds he is at liberty 


to reinvest; but otherwise, I am strongly 
of the opinion that no interest should be 
computed on the amounts set up as a re- 
serve for depreciation, for the simple rea- 
son that this necessarily assumes the in- 
come will remain constant, whereas we all 
know that, as a matter of fact, income 
from buildings (excluding land) normally 
decreases. 

The great difficulty in figuring depre- 
ciation, and particularly obsolescence, is 
that we must almost necessarily be guided 
by the past and what we can foretell of 
the future, and this is made more difficult 
owing to the fact that ours is a compara- 
tively new country, and one of rapid 
changes, unlike Europe and the older coun- 
tries; there the changes are more slow 
and uniform, particularly in buildings, and 
hence the obsolescence more readily de- 
termined. 
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Rural Appraising 


By D. HOWARD DOANE 


E find it difficult to go back to the 
V V beginning of rural appraising in 
this country. It is probable that it 
started with rural loaning. If this is cor- 
rect, it begins with the colonization of 
America. But the making of rural loans 
was old when America was young. I have 
a recorded mortgage given by one needing 
money and offering dates as security. The 
date of this instrument is about 700 B. C. 
It is difficult to see how this lender could 
have determined how much to loan his 
neighbor without appraising the security 
—the dates. “Well,” perhaps the scoffer 
will say, “surely he made no real appraisal, 
he just looked at the dates on the top of 
the basket and guessed what they were 
worth, then cut the amount in half and 
loaned the difference.” I am inclined to 
agree with this guess because even down 
to the days of recent history and the time 
of my personal familiarity with the sub- 
ject, about twenty years ago, that was 
still the accepted and generally followed 
practice. It has seemed to me that our 
appraisals fit admirably into a system 
created by the Persians or Egyptians, and 
certainly we must be given credit for the 
fidelity with which we have stuck to our 
early instructions. 

The serious part of these remarks is 
that they are altogether too true. The 
probability of ever accomplishing a change 
seemed remote up to the period of the war. 
Those of us who ventured suggestions for 
a study of the subject and gave some illus- 
trations of the possible results were 
laughed out of court. It has taken some 
rather severe experience to make us ready 
for a serious study and an attempt at codi- 
fication of rural appraising. 

It was in 1916 that I began my work in 


rural appraising. I searched in vain for 
literature on the subject. Finding none, 
we started some research that led to the 
creation of a complete system of making 
appraisals and farm loans. The group 
that located and organized the Federal 
Farm Loan Banks in 1916-17 indicated 
that this sudy was the only material they 
found in the United States that assumed 
to present facts on land valuation. 

During the fall of 1932 I had a part as 
President of the American Society of 
Farm Managers in laying the foundation 
for what is now the National Joint Com- 
mittee on Rural Credits. It came into be- 
ing through the cooperation of our organ- 
ization with the American Farm Economic 
Association. These two groups invited 
others. The plan was to bring together 
representatives of rural debtors and rural 
creditors through a middle group whose 
motives would not be questioned. These 
efforts have resulted in the formation of 
the National Committee referred to which 
is made up of representatives of: 

Life Insurance Farm Conference 

Federal Land Banks 

Joint Stock Land Banks 

American Society of Farm Managers 

American Farm Economic Association 

American Agricultural Editors Association 

American Farm Bureau Federation 

National Grange. 

This committee has appointed subject 
matter sub-committees. One such is the 
sub-committee on Rural Appraising. It is 
composed of representatives of all of the 
original groups in the Central Committee. 
It has met twice and completed its first re- 
port, a copy of which appeared in The 
Journal of the American Institute of Real 
Estate Appraisers. I will endeavor to 


1. See Vol. II, No. 3, page 260. 
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show how it creates the background for 
what the committee hopes will some day 
become the standard of practice for Amer- 
ican Rural Appraising. 

I might add that most European coun- 
tries have quite well-defined rural ap- 
praisal systems. The one in Denmark, for 
example, has resulted in a public ap- 
praisal on every parcel of land in the coun- 
try. The system has stood the test of more 
than 100 years. The author of a text on 
Danish appraising says that all land should 
be appraised at least once every seventy- 
five years. The report of our committee is 
quite similar in principle to the British 
land appraisal system. 

This first and preliminary report makes 
no attempt at finality,—it is but the first 
step in a desired direction. Further, what 
I am saying is but the expression of an 
individual applying some of the sugges- 
tions of the Appraisal Committee. 


AN OUTLINE OF RURAL APPRAISING 


Let us divide all rural appraising into 


three divisions: 

Materials, or the technical division. This 
division has to do with the study of the 
factors which go to make up value, such 
as soils, drainage, topography, taxes, crops 
and cropping plans, and improvements. 

Methods, or technic. Here we discuss 
the ways and means of putting the ma- 
terials together. We deal with the proc- 
esses necessary to build the materials into 
a completed whole—the final appraisal]. In 
this division we deal with definitions and 
appraisal procedure. 

Ethics. Regardless of the recognized ex- 
cellence of the material, or the skill of the 
constructor, there is little of value in an 
appraisal that is the product of an un- 
ethical or dishonest appraiser. 

An appraisal, then, to command respect 
must be made by a man who knows the 
elements that go to make up rural values; 


who knows how they are assembled, 
weighed, and coordinated; and who adds 
to all an honest personality, for the end 
product is but the reflection of his opinion. 


THE ASSIGNMENT 


In handing an appraiser an assignment 
he should be given the following informia- 
tion: Correct legal description of the land 
including acreage; distance and direction 
from nearest town; occupant of farm or 
local person to see in regard to unobserv- 
able facts; kind of appraisal desired. 

It does not seem advisable in the case of 
an appraisal for a loan to state the amount 
desired, or the per cent of the appraisal 
that will be loaned. No other information 
which would tend to fix or indicate values 
in any manner or amount should be dis- 
closed. 

The appraiser’s job while going to and 
on the farm may be divided thus: 

1. Enroute, determine all community facts which 
affect the property such as: nuisances, advan- 
tages, minerals, nationality of people, trends, 
schools, churches, roads, etc. 

. On the farm, examine the physical and use as- 
pects of the land as: soil, topography, erosion, 
drainage, cropping system, maintenance of fer- 
tility, etc. 

. Observe and measure all improvements, get- 
ting such data as is necessary to determine 
effective use, obsolescence, age, and deprecia- 
tion. This, of course, is the background for 
finally fixing building values. 

. Get all facts from books of record, elevators, 
and other sources, showing crop yiélds, prices, 
tenant share, and farm owner’s operating costs 
such as taxes and insurance, so that the in- 
come of the farm can be determined. 

. All other facts not previously obtained which 
might add to or detract from the land value, 
which are not directly reflected in income such 
as home use and attractive special features 
such as rivers, lakes, and springs. 


APPRAISAL FORM 


The form used by an appraiser should 
have all necessary questions for recording 
the basic data needed to make a complete 
earning statement and all the necessary 
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adjustments which add to or subtract from 
the normal earning. An excellent test to 
determine the advisability or necessity for 
including a question in any appraisal form 
is whether it contri»utes to the ends sug- 
gested. 

No attempt will be made to suggest all 
the questions that should go into an ap- 
praisal form. A few that have a bearing 
on the committee’s recommendations and 
some others will be shown. 


SOILS 


Of course, no man can assume to be an 
accurate rural appraiser unless he has a 
workable understanding of soils. This 
does not necessarily mean that he must be 
a soil expert but it does mean that he 
should know and be able to identify the 
types recognized by the State Agricul- 
tural College in the territory in which he 
works. Many of the states are now rank- 
ing their soils in accordance with their 
productive value. Some few make three 
ranks as Michigan; others a few more, as 
Illinois—having ten; and still others give 
a separate rank for each type recognized 
on their state surveys, as Missouri—about 
thirty; and others run up into the hun- 
dreds. This ranking is very helpful to ap- 
praisers. It enables them to weigh and 
compare one soil type with another. Illus- 
trating for a 160 acre farm where three 
types are found and ten ranks used as in 
Illinois, 


Soil type, No. 42 
Soil type, No. 67 
Soil type, No. 19 


Acres, 80 
Acres, 30 
Acres, 50 


160 - 450 
Average rank 2.8 


In addition space should be provided for 
describing according to type the svils as 
they are observed on the farm. Some may 
desire to show the results of tests to de- 
termine need of lime, nitrogen, and phos- 
phorus. 


Rank i= 80 
Rank 4— 120 
Rank 5 — 250 


TOPOGRAPHY 


Soil types are closely associated with 
topography. Often it is possible to deter- 
mine a type or eliminate other possible 
types by this one feature. Its importance 
in relation to erosion needs no discussion. 
When appraising for long time loans 
major emphasis is laid upon topography, 
both from the standpoint of erosion and 
drainage. 


TAXES 


In spite of the fact that taxing authority 
does not permit confiscation, taxes often 
do that very thing. An increase of $1.00 
per acre tax is equivalent to reducing the 
value of land $20.00 per acre. An ap- 
praiser must determine the past, present, 
and probable future taxes of a farm for 
use in his earning statement. 


WATER-MANAGEMENT-USE- YIELDS 
AND RENT TERMS 


These and other similar and essential 
facts are to be obtained by an appraiser 
when he is on the farm or when obtaining 
data at other points. It is not necessary 
to describe just how the facts are devel- 
oped or what questions are asked of land 
owners. The general statement that all 
facts affecting value must be obtained 
covers the situation. 


EARNING STATEMENT 


Let us assume that we are to appraise 
a 160 acre farm in the corn belt of Illinois. 
It is 3 miles to a good town and market on 
a concrete highway. In the community 
there is a consolidated school and good 
churches. The farm is well-improved and 
well-maintained. Weed pests are develop- 
ing in the form of thistle and bind weed 
and it is a high risk hail region. A normal 
crop rotation is corn, corn, oats, clover. 
Alfalfa is grown and some permanent pas- 
ture maintained. 
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TABLE I 


Income 
Own- Own- 
er’s er’s 
Acres Yield Price Amt. Share Part 
$ .45 $1,080 
.30 360 
8.00 360 


10.00 300 


Clover ... 

Alfalfa ...: 19 

Pasture and 
Buildings. 30 


3 T. 


6.00 


Expenses 
Taxes @ $1.25 per acre 
Insurance 
Maintenance @ $1.00 per acre.... 
Clover seed, 4 bu. @ $6.00 per bu.. 
Management @ 50c per acre 


Net farm income to owner 
Capitalized @ 5% or earning value 


Adjustments Per Acre 
Location Add Subtract 
Schools and Churches. .$ 5 
2 
Markets 
Home Features 
Neighbors 


Other 
Pests and hazards 
Nuisances 
Salability 


Net to add $10 x 160 $1,600 


$15,355 
Add or subtract for kind of value, as normal 


Final basic value 


sale value, condemnation value, loan 
DR NL. cio.6 4.4, cink wabeepuenisalnes «00008 BS 


Final value as called for by client 


The appraiser determines the facts 
shown in Table I not on the basis of what 
the farm is growing at the time of the 
appraisal but on the basis of typical and 
long time use of similar land ir. the com- 
munity. For example, suppose a farmer 
has three-fourths of his land in corn and 
one-fourth in potatoes. He is in a region 
where most of the farmers follow a rota- 
tion of one-half corn, one-fourth oats, one- 
fourth clover and about 10 to 15 per cent 
in permanent pasture. 


It is apparent that the corn-potato in- 
come will be higher than the four-year 
rotation. The appraiser uses crops and 
yields which are typical of the community 
and reasonable to anticipate under typical 
management. The price is set by a pre- 
determined three to ten year average of 
the crops produced as of the farmer’s sell- 
ing point. 

The part which tenants normally give 
for share rent is used as the basis for divi- 
sion. In this case, one-half the corn is 
delivered shelled, two-fifths oats are given, 
and the tenant pays all threshing (or one- 
half oats and each pays one-half thresh- 
ing). One-half clover in the stack and 
one-third alfalfa in the bale. Other divi- 
sions are recognized which are influenced 
by division of threshing, baling, shelling, 
and seed costs. 

The total of $1,144.00 is the gross in- 
come of the owner, that is, it represents 
his total income against which there are 
no more direct expenses for threshing, 
delivery, or other selling costs. 


EXPENSES 


These are the normal expenses the 
owner, or, perhaps we should say “owner- 
ship,” bears. These figures are set up the 
same for farms actually rented as those 
operated by resident owners. The portion 
not accounted for here goes to the operator 
to cover his costs and are the income 
against operation. 

Subtracting expenses from gross in- 
come leaves net return which when cap- 
italized at a rate determined in advance or 
the one customarily used or received in 
the community gives the capital value of 
the farm on an earning basis alone. 


ADJUSTMENTS 


There are factors other than those which 
directly affect earnings which nevertheless 
affect value. The committee groups them 
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under “location and home features.” 
Others than those shown may be such 
items as a packing plant, railroad shops 
or lines, a general community of poor land 
around a good farm. Favorable features 
may be good church and school conditions, 
good roads and markets, desirable living 
and health conditions. Current sales for 
similar land is also considered. 

The result obtained after adding to or 
taking from the earning value, or the net 
adjustments, gives then the “basic value” 
of the farm. 

The committee felt that they could meet 
one of the chief difficulties encountered 
when groups of different kinds of ap- 
praisers get together, in saying that all 
appraisers might follow the same proce- 
dure up to this point. Previously the loan 
appraiser and the one appraising for con- 
demnation purposes, for example, found 
much that did not harmonize in their 
thinking and practices. To bring all to 
one common meeting place, it was decided 
to call the value reached by the process 
shown “basic value” and then suggest that 
from this point each kind of appraisal 
might be adjusted still further to make it 
the kind desired. To illustrate: the courts 
base condemnation values on a presumed 
“highest and best use.” Manifestly then 
one setting a condemnation value would 
add to the basic value an amount he 
deemed correct to represent all the facts 
and conditions. One desiring an assess- 
ment value for taxes would probably sub- 
tract from the basic value, etc. 


BUILDINGS 


Buildings are appraised on the basis of 
present replacement less observed depre- 
ciation and obsolescence, when the latter 
applies. They are set into the appraisal 
apart from the calculations previously 
shown and each building is described as 


to dimensions, foundation, roof, interior, 
and conditions. 

The question of whether the final build- 
ing value should be added to or subtracted 
from the basic value is not generally 
agreed upon. One group says that income 
for buildings is shown in income from pas- 
ture and building rent, and cost against 
them is shown in taxes, insurance, and 
maintenance, and hence they are fully ac- 
counted for in the final basic value. 

Others say they are not adequately ac- 
counted for and they add to basic value the 
appraised value of buildings up to the 
value of an adequate set. Some loan men 
say that to obtain the loan value on the 
land alone, the value of the buildings must 
be subtracted from basic value. 

It is probable that much of the con- 
fusion arises over the small income good 
farm improvements actually return. It is 
a common experience to find unimproved 
farms renting for as much as those that 
are improved. It is probably true, how- 
ever, that unimproved farms have the 
“use” of buildings on other farms in the 
form of storage, barns for horses working 
the land, and homes for the operators. 

It is not assumed that the illustration 
used here is final or even conclusive. It 
simply shows one way in which the Ap- 
praisal Committee’s report may be used as 
a background for actually setting down 
in detail the successive steps used in final- 
ly arriving at an appraised value. In the 
past it is probable that our best and most 
experienced appraisers have used some 
such method rather unconsciously. They 
have reached a correct answer at the end 
but did not show the steps taken in arriv- 
ing at it. 

Now executives are saying, “Give us 
the facts. Give us your broken down and 
detailed analysis of the facts which influ- 
ence value, and we can then judge the 
merits of the final value.” 


#¢¢e 





The Safe-Risk Rate Formula 


By Roy J. BURROUGHS 


wrote an article for the January 

1933 issue of this Journal entitled 
“Relation of Value to the Purpose of the 
Appraisal,” wherein he set forth the thesis 
that: 


“Instead, therefore, of attempting fn an ap- 
praisal of real property to estimate and to des- 
ignate in dollars the future income spread, we 
may obtain approximately the same results by 
estimating from all available data the probable 
hazards incident to ownership of the particular 
property under consideration, and reflect such 
hazards in our capitalization of the present war- 
ranted net earnings from the property, using a 
rate per cent reflecting the estimated future 
risks. The two methods are in principle the 
same, but one is easier and simpler of practical 
application.”* 


This thesis was attacked in detail in my 
article of July 1933, entitled “An Ap- 
praisal of an Appraiser’s Proposals.” In 
that article it was argued in support of 
Frederick M. Babcock that: 


“while earning expectancy may be close to the 
present rate of earnings for a number of years 
it is certain and inevitable that the flow of 
income will be different toward the end of the 
useful life of the building. It cannot but some- 
what increase the accuracy of the valuation to 
try to predict these future changes, even though 
the possibility of doing so in any very precise 
manner is manifestly impossible.’” 


The details of this argument need not be 
restated 

The January and April 1934 issues of 
this Journal under articles entitled “The 
Use of Tables and Formulas in Real Estate 
Appraisals,”’* carries Mr. Thorson’s reply. 
In this article Mr. Thorson argues: 


“1. That no tables or set of formulas can be 
devised which may be logically used as appraisal 


M: IVAN A. THORSON, M. A. L, 


1. Thorson, Ivan A., Vol. I, No. 2. 

2. Babcock, Frederick M., The Valuation of Real Estate, 
N. Y., 1982, p. 229. The most simple and lucid exposition 
of this principle which I have ever read was set forth in the 
July 1934 issue of the JOURNAL in an article by Mr. Bab- 
cock, “‘Depreciation Allowances.” In the light of this article, 

r. Thorson’s “sinking fund’ thesis appears positively un- 
tenable.—Author. 

3. Vol. II, No. 2, p. 112. 


processes in calculating the value of ownership 
in lessee or fee-operated properties. 

“2. That annuity tables employing but one rate 
of interest (such as Inwood’s) should not be used 
in real estate appraisals except where the rates 
involved do not exceed 4%.” 


It would seem that there is some incon- 
sistency involved in arguing that “no 
tables or set of formulas may be devised 
which may be logically used as appraisal 
processes,” and at the same time stand in 
favor of projecting present earnings into 
the future by discounting them at a rate 
which takes consideration of both pure 
interest and the risk element involved. 
Certainly this latter step is quite as much 
a formula for solution of appraisal prob- 
lems as any of the tables which Mr. Thor- 
son scorns. 

But Mr. Thorson’s formula appears il- 
logical when it submits that present in- 
come is a suitable capitalization base. The 


formula virtually projects present income 
into the future, subject to interest and a 
risk discount, and assumes that value is 
thereby ascertained. Were present earn- 
ings the basis on which future earnings 
are estimated, there might be some logic 


in this procedure. Sometimes present 
earnings are useful evidence as to possible 
future earnings; but they certainly are 
nothing more than evidence—a small bit 
of evidence indeed! Every appraiser uses 
a multitude of other factors in arriving 
at a reasoned judgment. All these factors 
throw light on what earnings will be, not 
on what they are. One knows what the 
earnings are. Fortunately Mr. Thorson 
seems willing to agree to the valuation of 
future income as indicated in the April 
issue (p. 234). But this agreement seems 
to be more for the purpose of argument 
than anything else. Furthermore, it is 
contingent on the adoption of the Hoskold 
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annuity tables as a basis for calculating 
the present worth of future income. This 
issue will be treated below. 

The gentleman further argues that the 
real estate appraiser and the security an- 
alyst have comparable problems. The an- 
alysts of securities have, according to the 
article, 


“settled down to a method whereby they desig- 
nate their estimate of soundness of securities 
by allocating to such securities a rate of yield 
reflecting the rate of risk.” 

One may agree that both the security 
analyst and the real estate appraiser have 
comparable problems to this extent: they 
both estimate the probable income to the 
buyer to be derived from the property be- 
ing valued. Stocks may earn a variable 
income in perpetuity, though distant earn- 
ings are of little significance in fixing 
present value. Probable earnings over the 
next ten years are of the greatest impor- 
tance in fixing present value. The evalua- 
tion of bonds is based on the future peri- 
odic yields of interest plus the present 
worth of the face value at maturity. In 
neither the case of stocks nor bonds, is it 
probable that the flow of earnings would 
resemble that derived from lessee—or fee- 
owner operated properties. Of course, in 
the case of land there may be earnings in 
perpetuity, or loss as the case may be, not 
dissimilar to the returns on stocks; but 
improved properties are quite likely to 
release a declining flow of earnings over 
a period of years in somewhat the fashion 
elaborated by F. M. Babcock.‘ The stock 
analyst estimates the probable flow of 
earnings from the stock investment before 
he undertakes an estimate of the value of 
the stock. The bond analyst knows the 
face value of the bonds and knows the 
contractual flow of earnings over the 
years. The real estate appraiser may have 
a contractual return to evaluate in the 





4. Ibid. 









case of a long term lease, and an uncertain 
variable income with a probable declining 
flow of earnings toward the expiration of 
the life of a leased or owner-operated 
building. Obviously in each of the three 
cases—stock, bonds, real estate—special 
consideration is given to the risks in- 
volved. 

The securities analyst and the appraiser 
must have in mind the risk of each par- 
ticular industry or real estate use type; 
the risk pertinent to a particular corpora- 
tion or a particular real estate investment; 
the risk inherent in our changing mone- 
tary base; the risk that capital will be 
more or less plentiful thus changing the 
price paid for savings. These and other 
risks are important elements in determi- 
nation of the worth of a particular invest- 
ment. These risks have an important bear- 
ing on variation in the probable flow of 
future earnings. They make estimates of 
the future flow of earnings quite difficult 
to predict. They make the resulting evalu- 
ation based on uncertainties a questionable 
one indeed. But any statement of value of 
an income bearer is in and of itself a pre- 
diction of future income. Every price 
offer for a bond, for a stock, for a railroad, 
for a store, for a farm, for a dwelling is 
ipso facto a prediction of future dollar 
and annuity returns. 

Mr. Thorson emphasizes the necessity 
for estimating the risk elements involved 
in appraisal; yet he says, “the attempts 
to make definite predictions . . . is obvi- 
ously misleading.” Nevertheless, it is evi- 
dent that the use of interest tables 
weighted for risk is prediction. The very 
process of appraisal is prediction. 

The second thesis of Mr. Thorson, “that 
annuity tables employing but one rate of 
interest should not be used in real estate 
appraisal except where the rates involved 
do not exceed 4%”’ will now bear examina- 
tion. This thesis favors the Hoskold an- 
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nuity tables developed from a “safe rate,” 
or pure interest, with a “risk rate” sep- 
arate. 

What is the proper basis for determin- 
ing an interest rate which will discount 
risk as well as account for the pure time 
elements in evaluation of future income? 
If one goes back to the securities analyst 
problem, one will note that there is a go- 
ing market rate for pure interest and also 
a going market rate for different degrees 
of risk. In practice the two elements are 
so inextricably interwoven that it would 
be difficult to distinguish them. Yet it is 
not so important that they be distin- 
guished. The important fact is that se- 
curity buyers insist upon receiving a 
given rate of return for given types of 
investment. This is measured by the price- 
earnings ratio. When the market is 
highly speculative and very optimistic, the 
price-earnings ratio is very high and the 
reverse is true during periods of pes- 
simism. Reasoned judgment would tell an 
investor that at times the price-earnings 
ratio is too high, and that at other times 
it is too low. This is equivalent to saying 
that at times the public uses too low a dis- 
count rate and that at other times it uses 
too high a discount rate. The task of the 
analyst, the task of the appraiser, is to 
predict or estimate a normal price-earn- 
ings ratio or at least one which can be re- 
garded as lying between the extremes, and 
to predict the possible extremes. Thus a 
discount rate of 10% means a price-earn- 
ings ratio, for perpetuity, of ten. It is not 
necessary to know that this price-earnings 
ratio is the result of a given amount of 
discount for the time factor, i. e., for pure 
interest; and the other part, the result of 
price adjustment based on risk. It is only 
necessary to know that the typical,—the 
probable high and the probable low,— 
price-earnings ratio for given types of 
risk actually is such and such. This is a 


market phenomenon. It is as truly ap- 
plicable to real estate as to stocks or 
bonds. 

Thus it would seem that the Hoskold 
Tables, which Mr. Thorson commends so 
highly, are useful to a philosopher because 
they do abstract pure interest from risk 
interest in their composition. But this ab- 
straction, though useful in economic 
theory, is almost impossible of empirical 
determination. The practical application 
of any discount table need not call for this 
abstraction. To repeat, there is a typical 
market rate for given classes of risk. This 
typical market rate, the possible highs and 
the possible lows, is the one in which the 
appraiser is interested. 

The usual discount table is not 10 and 
10 as Mr. Thorson contends. It is not nec- 
essarily a discount rate of 10% and a risk 
rate of 10%. It may just as well be re- 
garded as the possible averaging or com- 
pounding of any two of a multitude of pos- 
sible rates which average 10%. The 
weight given risk and the weight given the 
annuity factor by the market cannot be 
determined empirically. The appraiser 
only knows the possible variations in the 
price-earnings ratio, which is but another 
expression for the discount rate. Thus 
the insistence on an annuity or pure in- 
terest figure separated from the risk fig- 
ure makes possible a double error in selec- 
tion of rates. It is sufficiently difficult to 
select the proper price-earnings ratio in 
a single figure. This single rate is, how- 
ever, a figure with which the practical 
business man can deal intelligently. 

One would be tempted to suggest that 
appraisals be made with a statement of 
the probable error, which statisticians de- 
fine as “that degree of deviation in the 
result above and below which any given 
result is likely to fall.”*> But unfortunate- 
ly, the theory of probable error is con- 


5. Cf. Babcock, F. M., Valuation of Real Estate, p. 582. 
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nected with the theory of sampling of a 
large number of cases. Each real estate 
appraisal is not one of a multitude of 
variables, but is a specific case unlike any 
other. Hence, in real estate appraising 
one is unable to use the statistical method 
of giving a valuation plus or minus a prob- 
able error.® 

One therefore should estimate the limits, 
high and low, for net income, and limits 
for the remaining life of the building. The 
appraiser should present a number of 
valuations to his client pointing out the 
basis for his judgment and the possible 
variation in factors which may lead to a 
variation in value. The client would be 
put on his guard. He would see that valua- 
tion, after all, is a question of finding a 
normal price which a fully informed buyer 
would be willing to pay for the future 
earnings of a business or a property in 
view of the uncertainties involved. 





6. Day, E. E., Statistical Analysis, N. Y. 125, p. 379. 
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One may therefore join Mr. Thorson 
heartily in his concluding paragraphs 
wherein he says, 


“In the appraisal of vacant property in twilight 
zones where the use possibilities are rather 
nebulous, I make no attempt to put a definite 
dollar valuation on the property, admitting frankly 
that I do not know exactly what the value is; but 
I do point out the various possibilities and what 
might reasonably be expected from the property, 
from an earning standpoint as well as from a sale 
under various conditions. 

“There are few people today who will pretend 
to predict accurately what the commodity index 
will be over the next ten years, or even during 
the next three months. Then why have we any 
right to think we can predict with any reasonable 
accuracy the income from property over 20, 30, 
or 40 years (excepting, of course, a lessor’s in- 
terest in a well secured lease)? Commodity in- 
dexes tie in pretty closely with a good many 
things, including the probable future income from 
real estate.” 


The reasoning of the first of the above 
quoted paragraphs is applicable over a 
wider field of appraisal practice than 
merely that of vacant property. 


5 


The Character of a Profession 


professional activity are, first, that 

it is the employment of expert in- 
telligence; second, that it uses the .neth- 
ods of science and publishes freely and 
openly to the members of the profession. 
the established results of research and 
experience; third, that in letter and in 


P ve criteria which characterizé 


& 
J 





spirit, it means to live up to a written or 
unwritten code; and, fourth, that it is 
actuated by a motive of service to man- 
kind greater than the motive of service to 
one’s self and one’s own.* 


Henry S. Dennison. 





*An excerpt from an editorial in the March, 1934, issue of 
Civil Engineering.—Ed. 
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The Relation of the Switch Track to Industrial 


Property 


By Louis B. BEARDSLEE 


the time it leaves the ground until 

it reaches its destination in the con- 
sumer’s hands, is in process of transpor- 
tation. This principle applies whether the 
raw product is mined or grown. Every- 
thing of this nature therefore is concerned 
with transportation from its inception to 
its fulfillment of purpose. It is most im- 
portant then to industry to consider trans- 
portation in its various problems of man- 
ufacture and its distribution. Today as 
never before the industries of our country 
are making their success by reducing the 
cost of overhead and by establishing a 
more direct contact with the consuming 
public. This feature directly affects in- 
dustrial properties and their values. 

In order that the receiving and ship- 
ping facilities may properly and advan- 
tageously serve a property, much must be 
studied by the enterprising Industrial 
Realtor so that he may be competent to 
work and plan in conjunction with engi- 
neers and railroad representatives to see 
that the operation of the track is assured. 
Also the various classes of railroad serv- 
ice must be learned as certain types of rail- 
road operation affect the distribution of 
an industry’s output in different manners. 

The railroad service problem has its 
greatest complication in our large manu- 
facturing centers, which generally are in 
and near our metropolitan areas. 

In these beehives of industry two kinds 
of service are generally considered—trunk 
line and belt line. There is a difference 
in service rendered by trunk lines and belt 
lines. 


Des: manufactured product, from 





Trunk KMnes represent the railroads of 
our country that function between the 
various points on their lines and are in- 
terested principally in the income derived 
from tonnage passing over each one’s sys- 
tem. If shipments carried by them are 
destined to points beyond their individual 
operation, they are transferred to another 
carrier who takes up the responsibility of 
transit where the initial line terminates. 
In case trunk lines have no physical con- 
nection with one another, the connection 
must be made by another railroad organ- 
ization, which connects the two, and this 
line is generally a belt line. It is the belt 
line’s function to operate as a connection 
between trunk lines. 

Trunk lines operate at fixed charges for 
shipments on a basis of cost for transpor- 
tation of one hundred pounds according 
to either class, or commodity rates which 
are determined to be fair to both railroad 
and public, and are so regarded by the in- 
terstate Commerce Commission of the 
United States and also by State Commerce 
Commissions. The power is given these 
public bodies to regulate the operation and 
charges of our railroads. Belt lines gen- 
erally operate on a connection charge per 
car or per hundred pounds, regardless of 
classifications, and the charge for their 
service is paid out of the through rate of 
the trunk lines based on the distance from 
point of shipment to destination. In other 
words, trunk lines may be considered as 
running from point to point, while belt 
lines are connections between trunk lines 
in a certain area. 
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Switch track facilities from trunk lines 
were originally intended for the move. 
ment of carload traffic to and from plants 
having such facilities, and, under condi- 
tions where the revenue accruing to the 
line haul reached or passed a certain com- 
mensurate sum, additional trunk line or 
belt line delivery charges being absorbed. 
This condition still prevails. In Metropoli- 
tan areas an additional service is rendered 
whereby under certain limitations, or 
minimums, less than carload traffic is ac- 
cepted by a trunk line for points on its 
line, and, if the minimums per road are 
observed, then to points beyond. Less than 
carload shipments may also be routed to 
points on foreign lines under minimums 
governed by their classifications and the 
trunk line furnishing the switching re- 
ceives its charge out of the through rate 
from the road receiving the line haul. 

Because belt lines are strictly freight 
carriers and serve properties not always 
reached by trunk lines, switch tracks are 
secured from those lines also which, 
while indirect, are neutral and given an 
absolute freedom of routing. Belt lines 
have also established, without a great ad- 
ditional investment, a service of handling 
less than carload freight that has proved 
popular with industries seeking locations. 

By establishing universal freight sta- 
tions at certain strategic points, the belt 
lines can accumulate such shipments at a 
receiving station, and after sorting as to 
routing, can make up cars for various 
lines and deliver to them for re-classifica- 
tion at the trunk line make-up stations. 

One of the greatest industrial centers in 
the world, where especial attention has 
been given to such shipments, is Chicago. 
At that point a peculiar condition exists. 
Twenty-seven of the country’s great trunk 
lines either arrive or depart from that 
point—no line runs through. This cre- 
ates an enormous amount of interchange 





traffic, and supplies reason for the suc- 
cessful existence of ten belt line railways. 
Some of these belt lines are actually belts, 
while some are organized primarily to 
serve a large industry and act as belt line 
connections by traffic agreements to run 
over other lines to make their physical 
connections. 

I think a description of the railroad 
service, as it is practiced in the Chicago 
Territory, can be taken by us as an out- 
standing example of switching arrange- 
ments in their broadest sense, and will be 
a good subject, from the act of installing 
the track to the uses to which it is after- 
ward put. 


SWITCH TRACK IMPERATIVE 


In the first place no industry should con- 
sider the purchase of property without 
definite knowledge that the railroad can 
and will serve it. Because property ad- 
joins the right-of-way of a railroad is by 
no means conclusive evidence that a 
switch track can be obtained. The Indus- 
trial Realtor should take no chances on 
this point, but should make sufficient in- 
vestigation to know the entire situation of 
each and every property submitted to his 
customer. He should feel a moral respon- 
sibility to know that the railroad can serve 
before he lets the industry purchase. 

One day an industry, which I had lo- 
cated on a lease, decided to buy their own 
site and build. I had been forgotten and 
they were waited upon by a Broker who 
dealt in flat buildings, etc., who prevailed 
upon them to buy a small piece on a street 
in the center of which ran a long lead rail- 
road track. They asked the Broker about 
getting a switch track and he told them 
that there was no question about it,—the 
railroad was in the street and all they had 
to do was to run off a spur to serve their 
building. Well, they bought the ground 
and built a nice little building, car floor 



























Switcw Track Property 





57 





level, and everything fine for track. Then 
they went to the railroad and told them 
they were ready for them to put in a 
switch track. The railroad explained that, 
to put in a track to serve the building, they 
would have to go back quite a way and it 
would take up the sidewalk space, not only 
of their property but of the property to 
the south which was improved with a gro- 
cery store, and the owner would not per- 
mit such an arrangement unless they 
bought his property (which was worth 
about $10,000.00) for $30,000.00, and even 
if they did this and could get an ordinance 
to cross the street and use the sidewalk 
space, the railroad was so congested at 
this point that it could not serve the prop- 
erty anyway. 

They could have had a good piece of 
property with track just as well had they 
gone to an Industrial Realtor, but then 
they did not differentiate. To them a real 
estate man was just a real estate man and 
nothing more. The man who sold them 
the property knew nothing about switch 
tracks and cared less. He wanted to sell 
this property for a good commission and 
didn’t concern himself as to the ability of 
the purchaser to use it. 


How To APPLY FOR A SWITCH TRACK 


The first thing for an industry to do is 
to consult the industrial agent of the rail- 
road. It is his business to know the sit- 
uation as to the operating department, 
etc. If the railroad can serve, an applica- 
tion is made out for switch track facilities. 
In this is the name of the concern, the 
character of its business, the amount of 
traffic handled during the preceding year, 
the amount it expects to handle after get- 
ting the switch, and the signature agree- 
ing to pay for the cost of right-of-way, 
material, and construction. 

This application passes through the 
operating department, the division super- 





intendent, the engineering, drafting, sur- 
veying, and traffic departments, and finally 
an estimate is arrived at for the work. 
This amount is put up. It generally repre- 
sents the cost of material, plus ten per- 
cent, and labor plus fifteen percent—these 
percentages to take care of drafting room, 
engineering service, etc., rendered by the 
railroad. 

A plat showing the property and the 
proposed track is attached to the contract. 
You can then begin to consider that what 
you have bought is surely switch track 
property. 

COST OF INSTALLATION 


In putting in a switch, there must be a 
switch point, which costs from $500.00 to 
$650.00, about seventy-nine feet of tangent 
track before the turnout begins. Then it 
is a matter of straight or curved track as 
the case may be, until the bumping post is 
reached, which costs about $125.00. 
Straight track costs about $3.50 and curve 
track about $4.00 per lineal foot, includ- 
ing a certain amount of grading or fill. 
This is for grade track operation. Com- 
ing down to grade from an elevated track 
costs more, particularly on account of the 
slope fill. An elevated switch may cost 
from $20.00 to $60.00 per lineal foot, de- 
pending on its construction whether pil- 
ing, concrete, or steel. 

There is also being constructed more 
and more a depressed switch track. This 
is to fit one story buildings with ground 
level floors to save the cost of fill and still 
maintain a level between the building and 
car floors. This well, or depression, should 
be sewered, particularly in the north 
where rain and snow freeze and would 
therefore put the track out of use. In ad- 
dition to the cost of the switch track, such 
construction will run about $1.50 per lin- 
eal foot. On switch tracks that ascend, 
no average, or approximation, can be 








58 





Tue Journat or THe American Institute or Reat Estate APPRAISERS 








given as so much depends on the amount 
of fill. Most engines can conveniently op- 
erate with fair leads on a grade of from 
one and one-half percent to two percent. 


CHARACTER OF SERVICE 


Let us consider the character of the 
service rendered. We have gone into the 
carload traffic, both in and out, and have 
touched somewhat on outgoing less than 
carload traffic by trunk lines, but not fully 
by belt lines. In the Chicago District, the 
belt lines have inaugurated a service, 
under which they place at the shipping 
platform of the industry having a switch 
track from its line, empty cars into which 
may be loaded outgoing less than carload 
freight without regard to its classifica- 
tion, destination, or routing. These cars 
are pulled on schedule time to a universal 
freight station where the shipments are 
sorted and sent to the trunk lines over 
which the shipments are consigned. This 
service is rendered free to the shipper, 
and the charge that accrues to the belt 
line for this service is paid out of the 
through rate by the trunk line receiving 
the freight. Some belt lines are so sit- 
uated, from a standpoint of their univer- 
sal freight station and the connections of 
the trunk lines, that less than carload 
freight incoming is switched to the belt 
line by the trunk line and delivered by the 
former to its industries. 

The service of the outgoing less than 
carload freight is the rule, the incoming 
feature being inaugurated by but few 
lines. This feature operates at a very 
great saving to the industry as it elimi- 
nates the necessity for teaming such 
freight to the various freight stations of 
the many lines. It also does away to a 
very great extent with wear and tear oc- 
casioned by trucking. This service is 
known as twenty-four hour delay service, 
as theoretically it takes twenty-four hours 





longer for this operation than if the ship- 
ments are delivered to the outbound 
freight houses of the various lines over 
which the shipments are consigned. In 
some instances, however, entire carloads 
are made up for gateway points and these 
cars can be traced to destination and the 
movement accelerated thereby. This serv- 
ice has done a very great deal in the suc- 
cessful building up of large tonnage pro- 
ducing centers known as Industrial Dis- 
tricts. 

In country towns outgoing less than car- 
load traffic is sometimes handled by the 
trap car method. This consists of placing 
a car at the industry, and after receiving 
its shipments, it is pulled to another in- 
dustry for the same purpose and when all 
have been served, the car is pulled to the 
main track and is put in the freight train 
going in the proper direction. 


INDUSTRIAL DISTRICTS 


Industrial Districts are the solution of 
not only many of the railroad problems 
for handling freight, but the proper and 
efficient caring for industrial development 
in a community. By bringing industries 
into industrial districts, it is possible to so 
control the character of the improvements 
and their operation that ideal zoning re- 
quirements can be effected for the good 
of the community at large. One of the 
best methods of serving industrial dis- 
tricts by switch track is the parceling out 
of a rectangular portion of the district 
and bringing a grade switch through its 
center in a diagonal direction. Private 
streets are introduced to surround the par- 
cel of ground on at least three sides. This 
makes it possible to divide the area into 
various sized tracts so that the maximum 
car capacity can be obtained with the min- 
imum square footage of the site. In some 
districts building lines are demanded gen- 
erally of from fifteen to twenty feet and 
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the exterior walls of the building are of 
paving or face brick on all four sides. It 
is also possible to control the power plant 
operation so that the district will not be- 
come a smoke nuisance. 

In one development, with which I am 
familiar, only hard coal can be used. Oil 
as fuel is replacing coal and gives a clean, 
efficient operation, and is not prohibitive 
in cost of installation or operation. This 
principle, of course, will not apply in every 
instance, as it is still recognized that 
many wood-working industries can man- 
ufacture their own steam power economi- 
cally by the use of refuse for fuel. It is 
not my meaning or intent to recommend 
one type of fuel as against another. 

In one great Industrial District it has 
been found that the improvements of the 
district from a track standpoint can best 
be carried out in forty-acre tracts and 
one or two service leads have proved suf- 
ficient by being connected at one or more 
points for switching, the private industry 
tracks coming off of these tracks to serve 
the industries. 


LOADING PLATFORMS 


In this day of one story developments, 
while no rule can possibly be determined 
upon, it is found that the average indus- 
trial building is adequately served by a 
car capacity running alongside of the 
building of about two car lengths to every 
20,000 square feet. The average car 
length of track is about forty-three feet, 
although there are many cars used today, 
which would require fifty feet of track and 
I believe that forty-three feet should be 
taken as a minimum. It is also found that 
in properly handling the traffic between 
the car and the building that a ten foot 
shipping platform is much more efficient 
than narrow platforms which used to be 
constructed. These platforms also are 
now protected by canopies instead of being 





left open to the weather as in the old days. 
These canopies are sprinklered if the 
building is sprinklered. 


MODERN CONSTRUCTION AND LAYOUT 


In the building themselves, modern 
builders of one-story buildings are getting 
away from the old idea of having posts 
every sixteen feet. Post centers of twenty 
feet and up are getting to be the rule. In 
a great many instances, truss construction 
is employed where too much shafting is 
not to be installed in the plant. 

One important feature, which is being 
more and more constantly observed in the 
improvement of industrial switch track 
property, is to maintain an approximate 
level between the car floor and shipping 
floor of the building. The wise industry 
is also taking care of reasonable expan- 
sion, generally about one hundred percent 
of the building area. To put a small build- 
ing on ten or fifteen acres of land is not 
only unnecessary, but ruins the proper in- 
dustrial upbuilding of a community. Cheap 
buildings are no longer being built. It is 
the efficient building that keeps down the 
overhead and pays the dividends. Day- 
light is one of the few great elements in 
manufacturing that can still be had with- 
out cost, and the type of building known 
as one hundred percent daylight is the 
modern and efficient building of the day. 
The building should fit the industry, not 
the industry fit the building. 

It should be borne in mind that rail- 
roads have a right to operate in an effi- 
cient, economical manner, and they are 
doing their switching with road engines 
more than they used to. This requires a 
greater radius of curve than was employed 
in the old days. Most roads today can not 
operate efficiently on better than a twenty 
degree curve, and it is necessary to have 
a clearance of eight feet from the center 
line of track on a tangent track and eight 
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and one-half feet clearance on a curve. 
The laws probably differ somewhat, espe- 
cially on overhead clearance. In Chicago 
the overhead clearance is about twenty- 
one and one-half feet, so that in running a 
switch track under a crane, or into a 
building, a clearance should be maintained 
of twenty-one and one-half feet from the 
top of the rail. This also applies in the 
yard where there are overhead obstruc- 
tions. 


VALUE OF SWITCH TRACKS 


Of all the elements that go to make up 
the value of industrial real estate, proba- 
bly the influence of switch track facilities 
is the most outstanding and determinable. 
The more service that can be rendered to 
a piece of property, the more that prop- 
erty is worth. While it is difficult to be 
accurate in determining the value given 
by railroad facilities, it is very probable 
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that a fair average over the country in 
most sections would be from fifty to one 
hundred percent increase over property 
not having such facilities. 

In some of the larger communities 
where there are both trunk line and belt 
line facilities the possibility of securing 
switch track connections from trunk lines 
will add about fifty percent and belt line 
facilities about one hundred percent, and 
it is very often the case that a piece of 
property can easily be marketed at $1.00 
per square foot, with switch track con- 
nections, where as it is a long pull to mar- 
ket it at fifty cents per square foot if 
switch track connections cannot be ob- 
tained. 

These are some of the highlights in the 
life of the Industrial Realtor and an ap- 
preciation of the relationship of the switch 
track to industrial property is an impor- 
tant factor in his professional experience. 


& 


Economic Balance in Planning 


Certainly some such (growth) estimate 
is a far saner basis for economic planning 
than assumed unlimited growth, or the 
mere following of the policy of laissez- 
faire. 

The speculative debauchery in real es- 
tate in cities has surpassed the excesses 
of the stock market, but it is as yet 
scarcely appreciated or understood. The 
blocks and blocks of vacant and obsolete 
property, industrial as well as residential, 
constitute an ever increasing burden of 
overhead expense. Our cities are too 
much like the apple which is firm and at- 


* 


tractive on the exterior but slowly decay- 
ing around the core. 

Commercial and multiple dwelling uses 
of land combined cannot absorb five per 
cent of a city’s area and yet a large per 
cent of every city’s area is usually sub- 
jected to speculation for these two uses. 
This practice is inviting property blight 
upon a very large scale. The next step in 
city planning should be comprehensive 
planning of the whole city area for pur- 
poses of economic balance and the preven- 
tion of waste. 

HARLAND BARTHOLOMEW. 

















Reproduction Value Vs. Reproduction Cost of 
Residences 


By J. W. GRAHAM, M.A.I. 


the cost. In fact, it seldom does. 

Immediately after construction, all 
houses begin some degree of depreciation. 
One form of depreciation is obsolescence. 
A high degree of obsolescence and depre- 
ciation on a new house may be applicable 
immediately. This upsets the argument 
that a new house is worth what it cost or 
even what it would cost to reproduce it. 
It is necessary to analyze each and every 
residence in order to place on it any kind 
of a value and, especially, a reproduction 
value. 

The growth of the erroneous idea that 
reproduction value is equal to or exceeds 
reproduction cost became a very popular 
fallacy during the world war, and for sev- 
eral years thereafter. Asa matter of fact, 
residences were built and sold at a figure 
above the actual cost, plus a reasonable 
profit. The demand was greater than the 
supply. Residences which had been built 
years ago actually sold for as much as 
twice the original cost. People speculated 
in the buying and selling of residences. 
One would buy a house and sell it at a 
profit before it could be occupied. The 
demand for housing was such that even 
old houses were bought at prices, which, 
by a little thought of the future, could not 
have been regarded as reasonable. The 
actual turnover of houses in this period 
amounted to not over 10 to 20% of all the 
residences and yet the story of what so- 
and-so paid for his house last year, and 
what he had just sold it for, traveled fast. 
Many owners who would not sell had ac- 
tual attractive offers while this period of 
demand lasted. Added to this large num- 


[ine value of a house may not equal 





ber were almost all the remaining home 
owners who, on account of this state of af- 
fairs, fondly imagined that their houses 
were worth these fancy prices. They- did 
not stop to think what would happen when 
the demand had been supplied. 

Then came the time, along about 1925 
and 1926, when the country, as a whole, 
practically caught up on its residence de- 
mand. On and after that time, very few 
houses could be bought and sold at a profit. 
The supply became slightly greater than 
the demand and people became more dis- 
criminating. Naturally, the older houses 
were abandoned. The stopping of immi- 
gration left the United States without that 
element of foreigners who had heretofore 
usually taken over these abandoned 
homes. Many builders, spurred on by the 
supply and material furnishers, and easy 
financing, failed to heed the fact that sup- 
ply had overtaken demand. This caused 
a greater surplus than normally would 
have been the case. The idea that a resi- 
dence was worth more than it cost was so 
thoroughly entrenched in the minds of the 
public that when the time came that they 
could not get this profit, many private 
houses were withdrawn from the market. 
This removed considerable competition 
and allowed the new houses, built on a 
speculative basis, to be more readily sold 
for an additional period. The speculative 
builder did not suffer as soon as he might 
otherwise have done. He therefore con- 
tinued to build. This condition, coupled 
with the fact that owners who withheld 
their homes from the market, except at an 
increase in price, created a surplus of 
residences. Then came the day of reck- 
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oning in the latter part of 1929. Since 
that time, the forces controlling prices 
have been the exact opposite except that 
the home owner, as a rule, still thinks his 
house is worth what he paid for it. He 
insists that by spending less than $100.00 
on paint and paper, his house is worth as 
much as ever. After all is said and done, 
it brings the appraiser to the question of 


built-in expensive and superfluous con- 
veniences. 

There is a truism that “one is judged 
by the company he keeps,” which is also 
very true as to houses. Better values can 
be preserved if houses of fairly the same 
general nature are built in the same neigh- 
borhood. If a large two-story house is 
built in a small bungalow section, the large 


ERECTED IN 1800 


depreciation by obsolescence, the chang- 
ing of the neighborhood, and the trend of 
the district, as well as the changing of 
styles in houses, and the whims and fan- 
cies of the occupants for the more mod- 
ern conveniences, which are so much more 
satisfactory in houses built originally to 
include them. 

There are a number of elements of value 
which tend to make value vary from cost. 
A great many residences are built by the 
owner for his own use and oftentimes in- 
clude many features which that particular 
owner and few others want. Such fea- 
tures may include a special arrangement 
of the rooms to suit a particular whim, or 


house is soon spoken of as that “‘big barn.” 
On the other hand, a small bungalow sand- 
wiched in a large house neighborhood is 
spoken of as the “pill box” next to so-and- 
so. In either event, poor judgment was 
used by the builders and both will suffer 
a loss eventually, which means the value 
never was there, even when the cost at- 
tempted to reflect it. 

Then, what the would-be buyer thinks 
of a house has a great deal to do with its 
value. The likes or dislikes of the pur- 
chaser raise or lower the value, while the 
cost of labor and material controls the 
cost. 

By way of illustrating this point of 
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value versus cost, I will cite a very old, 
but well-preserved residence on which an 
actual appraisal was made. The appraisal 
proved so interesting and brought out so 
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many points on which there is usually con- 
tention that I will first give you a detailed 
description and then the controversial 
points. The house is a large, Southern 
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Colonial type, built of stone. The mate- 
rials used are of the best and the con- 
struction is of such a type that for the 
most part, the building is practically as 
structurally sound as when it was built 
134 years ago. The present owner lives 
in the house and also uses it for a tourist 
home and tavern. 

The site still carries five acres of ground 
with it. The house is located in a small 
village thirty-five miles from a fair-sized 
city. It, at one time, accommodated a 
large farm, which has long since been 
divided into many small farms. The neigh- 
borhood is strictly residential, old and 
static, and within one mile of schools, and 
churches, and on a main highway with 
transportation. It is in a small village, 
about twenty-five per cent built up. It has 
city water, septic tank, and electric lights, 
and the land is level to sloping and rather 
well landscaped. The house is plastered 
and papered and has pine floors. There 
are two baths, with old-fashioned fixtures. 

The house was remodeled in 1894, and 
again in 1902, and does not need repairs 
now. The roof is metal. The basement is 
full under the two-story portion of the 
house. After research it develops that 
this village and surroundings have twelve 
families who could afford to live in houses 
of such size and value, and that half of 
them already have houses of this type, 
and that the remainder live in more mod- 
ern houses or contemplate smaller modern 
houses. 

There were no new industries contem- 
plated, and even so, the chances were 
small for them to bring a possible tenant 
for a house of this kind. It has outlived 
its usefulness in this location. A new 


house just like this one reproduced nearby 
would be obliged to take its share of the 
lack of desirability along with the orig- 
inal house. 


As a matter of fact, it would 
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add to the lack of desirability by increas- 
ing the supply. Certainly the reproduc- 
tion value is far from the reproduction 
cost in this case. 

The house contains 2,956 square feet of 
floor space which a reliable contractor of 
the community advises he can duplicate 
for $7,390.00. To this amount would be 
added the value of the outhouses and land 
bringing the reproduction cost to 
$9,365.00. The home owner who keeps the 
house in tip-top shape in every way in- 
sists that it is as good as new, and is 
therefore worth the above figure. How- 
ever, the appraiser used the three point 
appraisal method, as used by the Govern- 
ment in the Home Owners’ Loan Corpo- 
ration. He estimates the reproduction 
cost, less depreciation, and considering the 
effective age of the house on the summa- 
tion basis, as $5,670.00. He finds that the 
capitalized rental value is $4,500.00. By 
using the three point equation and adding 
the three figures and dividing the total by 
three, a value of $4,806.00 is the result. 
Thus you will see that the final result value 
is greater than the reproduction cost, less 
depreciation. It is likely as values ap- 
proach normal, the reproduction value, 
less added depreciation until that time, 
will bring this value down, while the mar- 
ket value and rental with an upward ten- 
dency toward normal will strike a happy 
medium very close to the final figure of 
$4,806.00. 

To look at the house, it might so strike 
the fancy of someone that he would pay a 
fancy price for it. In a case of this kind, 
the appraiser should not confuse price 
with value. If this same house were closer 
to a city or in other localities, the number 
of prospective fancy-struck buyers would 
be increased, thereby creating a demand 
which would reflect in the value. 























Legislation and Real Estate Values 


By GEORGE L. SCHMUTZ, M.A.I. 


that we should first lay the founda- 

tion upon which any conclusion is 
based. We will therefore, first embark 
upon a discussion of Economic Relation- 
ships. 

We will also attempt to show that Eco- 
nomic Productivity is a matter of com- 
manding a Price—the response to price 
paying disposition; and, that Economics 
is becoming less a system of pecuniary 
logic and more a Science of Human Be- 
- havior. 

Also, we will endeavor to show that 
goods are produced as a by-product of the 
process of earning profits; and, that prices 
appear to fluctuate more in relation to the 
state of public confidence than in relation 
to the quantity of currency or credit. 

Then too, we will point out that all busi- 
ness enterprises, and all Nations as well, 
are so bound to each other by industrial, 
commercial, and financial ties that none 
can prosper and none can suffer without 
affecting others; that the good of each is 
always and inevitably bound up with the 
good of all. 

We will also show why prosperity and 
depression crises are primarily phenomena 
of price disturbances; that eras of great 
prosperity generate within themselves the 
seeds of depression; and, that eras of de- 
pression generate seeds of prosperity. Not 
unlike the swinging of a pendulum, we 
have ever recurring eras of prosperity and 
depression, a most welcome belief today. 

The price level is ever in a state of flux 
—ever adjusting to warranted levels. In 
these adjustments the market invariably 
over-extends itself, either downward into 
depressions, or upward into booms. Wit- 


[Tis subject is so peculiarly complex 


ness both the stock market and the real 





estate market these past four years. We 
thus see the necessity for an understand- 
ing of the causes of price fluctuations— 
the cyclical movement of prices which al- 
ternately create booms and depressions. 

Beyond any question of doubt, the most 
powerful influences affecting the price re- 
ceivable for real estate are those condi- 
tions commonly called booms and depres- 
sions. Those customarily considered fac- 
tors in real estate valuation, such as the 
population of the city, rate of growth of 
the city, population drainage area, trans- 
portation facilities, character and extent 
of the development of the neighborhood, 
and the like, are all of but small moment 
when contrasted with the devastating ef- 
fect of a depression, or the stimulating in- 
fluence of a boom, both of which are con- 
ditions invariably born of violent price 
fluctuations. 

A great many causes have been held re- 
sponsible for the recent period of falling 
prices and the attendant phenomena which 
have characterized the depression. Some 
attribute the increased use of machinery 
for the unprecedented increase in unem- 
ployment, and this mark you, in face of 
the fact that the percentage of the Na- 
tion’s population gainfully employed has 
increased each succeeding decade for the 
past fifty years, according to the Census. 
As a matter of fact, machinery has tre- 
mendously increased the standard of liv- 
ing, decade after decade, to such an extent 
that the common laborer of today fares 
better than royalty of a century ago. 

It is a strange quirk of human nature 
that people are prone to believe, not what 
a careful survey would warrant them in 
believing, but rather what they would like 
to believe, as dictated by personal desires. 
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It is equally true that people arrive at con- 
clusions without first validating the pre- 
mises upon which the conclusions were 
founded. Surely, the behavior of the 
human animal in a complicated environ- 
ment is strange indeed. 

The Depression is also said to have been 
caused by “over-production,” or by the 
“over-extension” of credit, or by the ab- 
normally high percentage of “unemploy- 
ment,” as well as by numerous other con- 
ditions equally as unsatisfactory of expla- 
nation. These statements merely explain 
one mystery in terms of another. If, for 
illustration, “unemployment” is the cause, 
we are naturally led to inquire — “what 
brought aboout the unemployment” and, 
having satisfactorily answered this ques- 
tion, our inquiry then leads us to inquire 
as to the cause of that which caused the 
“unemployment.” 

We thus infer, and correctly so, that all 
economic phenomena are characterized by 
a series of Causes and Effects, the effects 


in turn becoming causes of still later ef- 


fects. Usually, there are numerous tran- 
sitions from the original cause, which not 
infrequently is born in the public mind, 
to the ultimate effect. 

The immediate cause of the Depression 
and, ipso facto, the demoralized condition 
of the real estate market was the rapidly 
falling price level. Of this there can be no 
doubt. Let us now discuss the effects pro- 
duced by this phenomenon before consid- 
ering its cause. This leads us to an aca- 
demic consideration of how production is 
carried on. 

There are four factors engaged in the 
production of goods, or the rendering of 
services, namely — Labor, Co-ordination, 
Capital, and Land. For illustration, in a 
furnished apartment house, Labor is rep- 
resented by the manager, maids, and 
others rendering personal services. These 
have the first claim upon the gross income 


of the property. If the wages of Labor 
are not paid, the supply of Labor will 
cease. Both natural law and statute re- 
quire this; even slaves must be fed. 

Next in the order of preference are the 
expenses of Co-ordination, that is, those 
factors necessary to co-ordinate the offices 
of Labor, Capital, and Land, and weld 
them into a productive unit. In this cate- 
gory comes the costs of public utility serv- 
ices such as gas, electricity, water, tele- 
phone, etc. These must next be paid, if 
the supply of such is to be continued; and, 
a continued supply is essential to the con- 
tinued production of rental income. 

Then thirdly is the cost of Capital which 
is represented by interest-on, and amorti- 
zation-of, the cost of the Man-made por- 
tion of the project, that is, the building 
and furnishings and equipment. Capital 
has a claim junior to those of Labor and 
Co-ordination, and receives its compensa- 
tion only after the first two have been paid. 
If the demands of Capital are not satis- 
fied, the supply of Capital for such enter- 
prises will disappear. 

Last, and least, in order of preference 
is the Land which furnishes the location 
and supporting power for the other three 
factors. If any residue be left from the 
gross income after the costs of Labor, Co- 
ordination, and Capital have been satis- 
fied, such sum is imputable to the Land 
for the part it plays in the production of 
income. We thus see that the nature of 
Land is residual, and, that its price will 
fluctuate with the quantity of the residue 
representative of its earnings. When that 
part of the gross income imputable to 
Land becomes inadequate, or disappears, 
Land freezes, activity ceases, and the mar- 
ket becomes demoralized. Atnd history 
has shown that the residue imputable to 
Land does fluctuate—from zero to abnor- 
mal heights. 

Now falling prices invariably create a 











LEGISLATION AND VALUES 67 





condition of disequilibrium amongst the 
productive factors just mentioned, that is, 
a condition in which some of the factors 
receive more than their normal share of 
the gross income, and others less. For 
example, if labor or public utility services 
or taxes receive, or absorb, more than 
their normal percentage of the gross in- 
come, then Land must receive less, and 
the price of Land must fall. A falling 
price level, irrespective of the reason 
therefore, is directly responsible for the 
decline in real estate prices and all those 
unhappy occurrences of a depression era. 
Let us see why. 

History shows that the cost of produc- 
ing the gross income does not fall concur- 
rently with the decline in prices receiv- 
able, nor in like percentage. Prices drop 
first, the cost of production falls later. 
For illustration, Labor always stubbornly 
resists reductions in its nominal wage; 
Taxes are slow in moving downward and 
then only after a lag; and, the costs of 
public utility services are lowered only 
after great pressure, and a lapse of time. 
Thus, prices receivable for goods, or serv- 
ices, move downward but at the same time, 
the cost of production does not. The mar- 
gin of profit becomes less and less and 
finally disappears. Let us see what effect 
this produces. 

Profit is the incentive to produce. Man 
doesn’t engage in business for the privi- 
lege of going broke. Goods are produced 
as a by-product of the process of earning 
profits. When a profit to the entrepreneur 
disappears, curtailment of productive ac- 
tivity becomes imperative. This is first 
accomplished by reducing the payroll— 
by increasing unemployment. 

With an increase in unemployment 
there comes a decrease in the purchasing 
power of people, and an attendant de- 
crease in consumption. This leads to fur- 
ther enforced curtailment of production; 


greater unemployment, and a still further 
decreased purchasing power and consump- 
tion which is accentuated by “hand to 
mouth” buying. This vicious cycle is the 
outstanding phenomenon of the downward 
movement of prices which inevitably leads 
to disorder and confusion in business, and 
still lowered prices. 

We thus see how falling prices are re- 
sponsible for decreased employment, de- 
creased consumption, and a reduced Stand- 
ard of Living. We further see that, with 
prices shrinking and debts remaining un- 
changed there comes a diminution in abil- 
ity to service debts—to pay either interest 
or principal. Incomes shrink, equities dis- 
appear, and the burden of debt becomes 
oppressive—all due to the disappearance 
of profit which was dissipated by the fall- 
ing price level. 

Stated differently, the existence of a 
profit to the producer controls the rate of 
production, the rate of consumption, and 
the standard of living. In view of the 
memory of the horrible nightmare of the 
past four years, this is incontrovertible. 
Having now shown the disastrous influ- 
ences attendant a falling price level, let us 
investigate backward for the purpose of 
ascertaining—why our price level should 
have fallen. 

History adequately proves that the 
prices of all commodities rise and fall more 
or less in unison in any one country and, 
that the price level of all Nations tends 
to do likewise. The Statistical Year Book 
of the League of Nations shows that the 
gold prices of goods in the United States, 
Great Britain, France, Germany, Italy, 
and other important nations all have 
moved more or less together, altho with 
time lags. 

All business enterprises in any one na- 
tion, and all civilized nations on the face 
of the globe are so bound to each other by 
industrial, commercial, and financial ties 
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that none can prosper and none can suffer 
without affecting others. The good of each 
is always and inevitably bound up with the 
good of all. 

This is well illustrated with the state- 
ment that the prosperity or .suffering of 
the farmer is felt by the factory worker. 
As the farmer prospers there comes to him 
an increased ability to purchase the prod- 
ucts of the factory. This leads to an in- 
crease in manufactures accompanied by 
increased employment and later -an in- 
crease in the nominal wages of factory 
employees. But, if the farmer suffers 
from the injurious effects of decreased 
prices for that which he produces, his pur- 
chasing power declines and his ability to 
buy the products of the factory becomes 
less. This leads to his decreased consump- 
tion and therefore, decreased factory pro- 
duction which is accomplished by decreas- 
ing factory employment and payroll. Thus, 
conditions adversely affecting the farmer 
must adversely affect the factory worker. 
And, the converse is equally true. 

Statistical history also shows that, when 
the price level of one Nation gets materi- 
ally out of line with others, the price level 
of the more fortunate of Nations is set by 
the price level of the less fortunate. Thus, 
World prosperity is not so much affected 
by countries enjoying prosperity, but 
more so by those in the throes of a de- 
pression. Let us see why this should be 
so. 

Fundamentally, the price level of all 
Nations is set by the prices receivable for 
goods entering into International Trade. 


If Russia can sell wheat in the World | 


market at 50c, this price establishes the 
maximum that the United States can get 
for its surplus, irrespective of its own in- 
ternal price level. And also, the price re- 


ceivable for any excess production tends 
to set the price of the whole. 
Now then, inasmuch as each nation pro- 


duces more of some commodities than it 
consumes, such excess must wend its way 
into the World market. It thus becomes 
apparent that world prices must be related 
and, that the price level of the less fortu- 
nate of Nations will drag down the price 
level of the more fortunate. 

By way of illustration of how the poor 
ofttimes exerts a greater influence than the 
good, if a “white collar” American marries 
a low caste semi-aboriginal female, he does 
not raise her to his own standard of liv- 
ing, but sinks to hers. A barrel of good 
apples does not render edible a rotten one, 
but the one rotten will spoil the good. 
And also, if a good $3,500.00 modern 
stucco bungalow is erected in a district 
fairly well built up with old $1,000.00 
frame shacks, the better structure does 
not raise the tenor of prices of the shacks, 
but the shacks drag down the price of the 
good. 

Stated differently, the price of any com- 
modity is not set by what the most able 
can afford to pay but tends to hover about 
that point at which the least able can buy. 
The price of shoes is not set by what the 
rich man can afford to pay, but rather by 
the ability of the poor. And again, the 
price level of all Nations tends to be set— 
not by the price level of the most able of 
nations, but by the least able. Why this 
should be so is partially explained as 
follows: 

First, because of its own lower internal 
price level, the less prosperous of nations 
enjoys a competitive advantage in the 
World market. Likewise, because of the 
same fact, the less able of nations suffers 
a decreased ability to purchase the exports 
from the more prosperous of nations. This 
enforced curtailment of imports into the 
less able of nations tends to dam back in 
the more prosperous countries a portion 
of its normal exportable surplus, or over- 
production, the result of which is an over- 
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supply and consequent reduction in price 
in the more prosperous. And last, but by 
no means least, the less able of nations suf- 
fers a decreased ability to service its obli- 
gations to the more able and thus reduces 
the income of the latter. 

Having now shown how a falling price 
level in one nation will tend to pull down 
the price level in another, let us inquire as 
to why there should have been a recession 
in prices in that nation which became the 
less favored. 

Strange as it seems, it was the more 
successful of nations which, by capricious 
governmental actions, caused the lowering 
of prices in those which became the less 
successful of nations, and which was di- 
rectly responsible for lowering its own 
price level. The situation was not unlike 
the biblical Sampson’s pushing apart the 
pillars in the temple to his own destruc- 
tion. Here is what happened: 

The two greatest and most prosperous 
nations on the face of the globe were 
America and France. They were creditor 
nations by wide margins. Almost the en- 
tire civilized World was in debt to them. 
They both insisted that debts be paid and, 
at the same time erected inconsistently 
high tariff barriers. This prevented pay- 
ment in the only possible way—with goods. 
These two incompatible actions simultane- 
ously pursued were just as sensible as an 
attempt to ride the same horse in opposite 
directions at the same time. 

In the final analysis, International 
Debts, if of any appreciable magnitude, 
can only be paid in goods or services. This 
is for the very simple reason that there is 
not now, and never has been, enough mone- 
tary gold in the entire World to perform 
this service. If payment in goods is re- 


fused, that is, acceptance precluded by un- 
reasonable trade restrictions, then gold 
must be used as the medium as far as it 








will go, or as far as the debtor is willing 
to permit its own debasement. 

And at this point let it be remembered 
that, for the fifty years preceding the 
World War, the United States was the 


World’s greatest debtor nation. It owed 
foreign investors sums _ tremendously 
greater than were owing it. Its industries 
were expanded and its frontiers were ex- 
tended with capital from Europe. The 
interest-on, and principal-of, this debt 
were not paid with gold, but with goods. 
We annually sold more commodities in 
Europe than we purchased, and we both 
prospered. Had Europe erected unreason- 
ably high tariff barriers against our goods 
then, as we have against theirs during the 
previous two administrations, we would 
have been as prostrate then as Europe is 
now. Fortunately for itself, for us, and 
for humanity, Europe pursued no such de- 
structive policy; it remained for America 
and France to disrupt the social and eco- 
nomic equilibrium of the entire civilized 
World. 

We now arrive at our next point. The 
falling price level in the less fortunate of 
nations was primarily due to the loss of 
gold exported to the more fortunate in 
payment of obligations—mostly war debts. 
Let us now analyze the cause of such gold 
migration. 

Gold is not only the international me- 
dium of exchange, it is also the basis of 
wealth and credit in all countries on the 
gold standard. Roughly, there are ap- 
proximately $100.00 in wealth superim- 
posed upon each dollar in gold (old basis) 
and thus, a possible $50.00 in credit for 
each gold dollar. If gold is drained from 
any country below its minimum require- 
ment, of necessity that country’s wealth 
must shrink, and a portion of its credit 
must be cancelled. No alternative is pos- 
sible. 

This curtailment of credit, if rapid and 
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great, inevitably leads to forced liquida- 
tion which gluts the market and lowers 
prices. In this liquidation, the first to suf- 
fer are the high grade securities and com- 
modities pledged with banks for short time 
loans. Later comes the curtailment of long 
term credit, such as real estate loans. The 
mortgage lender very properly refuses to 
renew his loan in the same amount upon 
the lessened security—lessened because of 
lower prices. 

For illustration, in December 1932, 
Great Britain paid approximately 100 mil- 
lion dollars in gold to the United States at 
one time. This large amount of gold leav- 
ing that country in one fell swoop dissi- 
pated some 10 billion dollars of England’s 
wealth, and forced the calling of some 5 
billions of credit. The disastrous economic 
effect of this is now history. 

However, the exportation of that gold 
in excess of a nation’s minimum require- 
ment will produce no such adverse effect. 
We ourselves, at this time, could lose a bil- 
lion dollars of our gold supply without 
feeling it at all. On the other hand, the 
receipt of gold in excess of a country’s 
need is not helpful for the reason that the 
excess is sterilized and thus as useless as 
a second tail on a dog. Gold is not edible. 
It is a medium of exchange. We cannot 
eat it but we can exchange it for things we 
can eat. If it is sterilized—buried deep 
in the bowels of the Earth—it performs 
no useful service to its possessor but may 
render a disservice to its loser. 

We have now arrived at our next point 
—that the falling price level in the less 
fortunate of nations, which later dragged 
down our own, which brought on the De- 
pression, was due to the payment to us in 
gold rather than in the only normal man- 
ner—with goods or services. 

We are now led to wonder why these 
Creditor Nations should pursue such dia- 
metrically opposed foreign policies — of 


erecting impossible trade barriers to keep 
out goods and, at the same time demand- 
ing payment in a perversive fashion. Con- 
currently pursued, these two widely di- 
vergent policies have dissipated some 120 
billion dollars of our own national wealth, 
which has left in its wake a trail of bank 
failures, bankruptcies, poverty, and sui- 
cide. 

Public Opinion is responsible for these 
conflicting policies—no other conclusion is 
warranted. Unfortunately, the Public, as 
an aggregate of individuals, believe that 
debts should be paid, and that tariffs save 
jobs. A more delusive pair of beliefs is 
inconceivable. Considered separately, debts 
can be paid, and doubtless would be paid, 
if tariffs were lowered so as to permit re- 
ceipt of the payment. On the other hand, 
tariffs can be left at their high levels only 
if foreign debts are forgiven. We can- 
not eat our cake and have it. Therefore, 
Public Opinion, which believes that we 
can collect debts and at the same time have 
the high tariffs is wholly responsible for 
the Depression and its devastating, disas- 
trous, death-dealing phenomena. 

Public Opinion is the primary cause for 
the very sufficient reason that ours is a 
government by Public Opinion. Irrespec- 
tive of what legislators may believe, few 
indeed have the intestinal fortitude to vote 
contrary to mass Public Opinion. The re- 
ward for political courage is oftimes po- 
litical suicide. 

The majority is usually wrong; Public 
Opinion is usually at variance with fact. 
What most people believe is more apt to 
be wrong than right. History has all too 
well proved this to be true. There are 
more ignorant people than educated; more 
“dumb-bells” than intelligent; more falla- 
cious thinkers than bright. Is it any won- 
der that the public is usually wrong? The 
Public tenaciously clings to beliefs long 
held, even after science has long since dis- 
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proved them. The majority believe that 
the Sun in the Summer is nearer the Earth 
than in Winter. This is not true. The 
majority believe that thunder sours milk; 
that a snake, no matter how dead it may 
have been killed, doesn’t die ’til sundown; 
that a person falling from an aeroplane is 
dead before reaching the ground; that 
powdered glass is poisonous. None of 
these common beliefs are in any sense 
true. In believing them, the majority is 
exactly 100% wrong. 

Now specifically, the trials and tribula- 
tions of these past few years have been 
born of the failure of the Public to realize 
that International Debts must ultimately 
be settled with goods; that high tariffs do 
not save jobs but destroy them; that high 
tariffs are responsible for the maldistribu- 
tion of gold which lowers the price level in 
all Nations from which emerges depres- 
sions; and finally, that high tariffs lower 
the standard of living of all people. Let 
us analyze these phenomena. 

First and foremost, it is axiomatic that 
International Debts of any appreciable 
magnitude can only be settled thru the ex- 
change of goods or services. This is for 
the very sufficient reason that there is not 
now, nor never has been, enough monetary 
gold in the entire World to service its debt. 
This becomes more readily apparent with 
the realization that the World’s aggregate 
stock of monetary gold—old basis—is only 
about 12 billion dollars while its debt is 
many times that figure. Therefore, the 
only possible way debts can be paid is with 
goods. High tariffs, however, preclude 
their acceptance. 

Now as for high tariffs—they are un- 
questionably the greatest racket of all re- 
corded history. All the Beer Barons in 
the nation were small time pikers when 
contrasted with those vested interests who 
profit at the expense of the standard of 
living of the people. 





Even high school students of economics 
are aware that, in the long run, tariffs 
cannot be beneficial, must be prejudicial 
and lower the standard of living of all 


people. The most prosperous area on the 
face of the globe is a free-trade area—the 
48 states of the United States. It would 
indeed be fatuous to say that we would 
have advanced as rapidly and progressed 
as greatly had each state the inherent 
right to erect trade barriers against each 
other. Let us now inquire as to why tar- 
iffs actually destroy jobs, lower the price 
of real estate, lower the standard of liv- 
ing, and profit only a few racketeers who 
maintain powerful lobbies in Washington. 

In the selective process, increasing spe- 
cialization means increasing advantage in 
the struggle for life. The day of the “jack 
of all trades” is gone; the day of the spe- 
cialist is here. The lot of the pioneer is a 
hard one. Unable to trade, and therefore 
unable to specialize his activities, he is 
compelled to be inefficient. Most things 
he must get along without. No man is 
sufficient for his own needs in any ade- 
quate measure. Fortunately for human- 
ity, men specialize their activities along 
the lines of their especial aptitudes and 
thus depend upon one another for their 
own welfare. 

Men in society differ as widely in apti- 
tudes for production, or the rendering of 
services, as do zones and continents differ 
in natural resources. A doctor probably 
would serve poorly as an engineer; the 
raising of wheat in the tropics is impos- 
sible. Man’s own welfare and the welfare 
of his fellow man require that each mem- 
ber of society follow the line of his espe- 
cial aptitude, so far as his activity is so- 
cially useful. 

Each then produces a surplus of his pe- 
culiar product, a surplus which he can ex- 
change for the surplus of others. Thereby, 
a larger product accrues to society as a 
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whole, and a larger total of consumable 
goods to each individual member of so- 
ciety, thus raising the standard of living 
of the people. 

Nor are the advantages of specialized 
economic functions limited to the relations 
between individuals. They are equally 
manifest in the relations between nations 
—one to the other. If the United States 
can raise tobacco cheaper than France, 
and France can manufacture perfume 
cheaper than America, common sense dic- 
tates that each follow the line of its espe- 
cial aptitude—that we trade tobacco for 
perfume rather than produce it at an eco- 
nomic disadvantage. 

Now, international specialization is con- 
ditioned on the possibility of Interna- 
tional Trade. Thru International Trade 
each nation shares in the products and 
good fortune of each other. To restrict 
trade, for example by tariffs, is to inter- 
fere with the international specialization 
of economic activity. ; 

Since the World War the avowed tariff 
policy of the Democratic party has been 
economically sound for the first time. 
This is because of the fact that we 
are, for the first time, a creditor na- 
tion. It is fundamental that debtor na- 
tions, as we were from the Civil to the 
World War, must sell more than they buy; 
otherwise, they would be unable to service 
foreign obligations. And, creditor nations 
must buy more than they sell, else the debt 
payment to them cannot be received. The 
World War brought many changes, not 
the least of which was our reversed debt 
status—from that of a debtor to that of a 
creditor nation. This logically entails a 
reversal of our international obligations 
and responsibilities, which we have been 
loath to accept. 

The protectionist should realize that— 
to prohibit imports is ultimately to pro- 
hibit exports; and, that the good of each 


nation is always bound up with the good 
of all. That part of human ills which Con- 
gress can cure is small indeed. 

The enactment of laws prohibiting 
earthquakes, tornadoes, and fires would 
be equally as sensible as some of our laws 
today, and some advocated. And, some of 
our present day laws have prostrated the 
economic world. I specifically refer to our 
conflicting foreign policies of high tariffs 
and debt collection at one and the same 
time, an inheritance of past administra- 
tions. These policies alone have dissipated 
one-third of the wealth of the entire na- 
tion during the past four years. 

Tariffs are alleged to save jobs; patent 
medicines are alleged to cure all ills. Truly 
the gullibility of the public is amazing. A 
calm and dispassionate survey discloses 
that today our tariffs are at their highest 
level, and our national employment at its 
lowest level in all our entire history. This 
may appear as a fortuitous circumstance. 
I assure you however, it is not. Tariffs 
and such suicidal policies as “Buy Ameri- 
can” are responsible for the strangulation 
of international trade, have curtailed con- 
sumption, and thus production, and finally 
destroyed the jobs of millions of producers. 
They have sounded the death knell of that 
which they are alleged to protect. 

Now as for our policy of collecting 
debts ; this has actually cost us, as a nation, 
about $60.00 for each dollar actually col- 
lected. The wealth of our nation has 
shrunk approximately 120 billion dollars 
as a natural consequence of our successful 
collection of 2 billions Stated differently, 
our foreign debtors owe us approximately 
$100.00 per capita. We have collected but 
a very small portion of this at a cost of 
about $1,000.00 per capita. Surely this is 
good business in reverse, but just the same 
an inevitable and natural consequence of 
our policies. 

Next, consider the matter of Inflation, 
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so ardently advocated by those who other- 
wise appear as reasonably intelligent peo- 


ple. Germany’s horrible nightmare of in- 
flation and repudiation appear to have 
been forgotten. I know of a case in Ger- 
many during those hectic days wherein a 
debtor mailed 15,000 marks in payment of 
a mortgage obligation, and mind you, the 
envelope carried a 2 million mark postage 
stamp. This 15,000 mark mortgage loan 
represented the savings of a lifetime which 
Inflation reduced to a value of less than 
an ordinary postage stamp. 

In Germany, the value of money fell so 
rapidly that bank accounts were closed out 
for the reason that the value of the deposit 
had shrunk to nothing. Prices rose so 
rapidly that, day after day, money com- 
manded less and less of the world’s goods. 
Workingmen purchased commodities to 
the fullest extent of their wages each pay 
day for the reason that the same amount 
of money a few days later had no value 
whatever. Obviously, repudiation and ruin 
were inevitable. Of course, people speak 
of controlled Inflation. This is just as 
sensible as speaking of the controlled use 
of narcotics by a dope addict. 

Now as for the monetization of other 
metals. History shows that this involves 
a progressive export of the international 
medium, which is gold; that the currency 
tends constantly to contain a smaller share 
of the international medium and a larger 
share of the substitute. Almost invariably 
in the final result, monometallism ulti- 
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mately obtains on the basis of the cheaper 
metal. As Gresham wisely said, “bad 
money drives out good.” 

In conclusion, the greatest of all forces 
affecting real estate prices is Public Opin- 
ion—that which motivates Congress which 
enacts laws which preserve, destroy, or 
recreate World prosperity. Legislation af- 
fecting tariffs, debt collection, inflation, 
monetization policies, taxation policies, 
and the like are the dynamic forces of 
greatest import to the appraiser. These 
matters are of infinitely greater impor- 
tance in real property valuation than all 
of those local matters so commonly con- 
sidered. 

How essential it thus becomes that the 
Public be awakened to a sense of its re- 
sponsibility, and enlightened sufficiently so 
that it will cease punishing itself. Man’s 
inhumanity to Man has been carried to a 
point only attained by so-called civilized 
peoples. The poor dumb beasts of the 
jungle have never so inhumanly treated 
their fellow creatures. Possibly this is be- 
cause the animals have no legislative body 
to tamper with the inexorable laws of na- 
ture and economics. 

And finally, the greatest single factor af- 
fecting World prosperity, real estate 
prices, and the prices of everything else, is 
enlightenment of the mass mind to the 
point of realization of what Man has done 
to Man, and, what Man must do to Man if 
prosperity is to be again enticed into the 
fold. 
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Definition of Terms 
By JOSEPH B. HALL, M. A. I. 


ONFUSION exists today in the field 
& of real estate appraisal, due to lack 
of accepted terminology. The same 
meanings are expressed by different 
words, with resulting misinterpretations. 
Progress was made by the former Ap- 
praisal Division of the National Associa- 
tion of Real Estate Boards in the publica- 
tion of the Standards of Practice. Most of 
the definitions outlined there are still ac- 
ceptable. Since the preparation of these 
standards, there have been advancements 
in appraisal thinking, with the result that 
some of the definitions there expressed are 
no longer acceptable to appraisers gen- 
erally. In addition, those which are cor- 
rect require more dissemination so that a 
more general usage will be developed. 
The pages of this Journal have con- 
tained articles with no unanimity of defini- 
tion. “Depreciation,” for example, has 
been used by some to mean only physical 
deterioration, while others have used the 
term in its broad sense to include loss in 
value from all sources. “Obsolescence” has 
been used to mean economic depreciation, 
whereas it is only one phase of economic 
depreciation. It is one of the tasks of the 
Committee on Education and Research’ to 
give study to current thinking to the end 
that a series of definitions may be devel- 
oped and submitted to the Institute for 
acceptance. The committee is at work on 
this matter. Several definitions will be 
submitted to the membership in the near 
future through the pages of the Journal. 
It is expected by the end of the year to 
submit a series of definitions, probably 
combined with certain standard proced- 





Suggestions and comments from members on the definition 
for ‘Valve’ proposed in this article are requested by the 
Committee.—Ed 

1. A Standing Committee of the American Institute of 
Real Estate Appraisers, of which Mr. Hall is chairman.—Ed. 


ures, which will take the place of the 
Standards of Practice. As these various 
definitions appear in the pages of the 
Journal, your comments and suggestions 
are requested so that the committee will 
have the benefit of the thinking of all 
members. 

This particular paper is directed at the 
most difficult of all definitions, that of 
“value.” Many have been the definitions 
submitted for this word. Many are the 
concepts included in its meaning. By 
glancing at any accepted dictionary, one 
can see the different meanings that may 
be attributed to any one word, the varia- 
tions in meaning being in proportion to 
variations in usage of the word. It is 
therefore necessary for us to define the 
use of the word before we can attempt to 
define its meaning. 

We are interested in value as it refers 
to real estate. Real estate is varied. It 
may consist of a skyscraper on Wall 
Street, or cut-over land in Arkansas. It 
may be an income producing apartment 
building, or a small home occupied by the 
owner. It may be a factory property spe- 
cializing in some phase of manufacturing, 
or it may be a quarry producing limestone. 
In appraising these various types of real 
estate, we are interested in determining 
their value. 

Value, as used here, may be defined as 
the ratio in which goods exchange. Econ- 
omists have defined value to mean its 
power in exchange. Taussig in his Prin- 
ciples of Economics says, “The value of 
a commodity means in economics its power 
of commanding other commodities in ex- 
change.” Mills in his Principles of Po- 
litical Economy states, “The value of a 
thing is its general power of purchasing 
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—the command which its possession gives 
over other purchasable commodities in 
general.” Values are expressed in terms 
of our medium of exchange, money. Prices 
are values expressed in terms of money. 

Much of the confusion that exists today 
is due to variations in the value of money 
—purchasing price of the dollar. In many 
instances the price of a property, ex- 
pressed in money, has dropped consider- 
ably, but its value has remained constant 
—its power in exchange is the same. It 
still represents the same number of bush- 
els of corn, or bags of potatoes, but the 
purchasing value of the dollar has in- 
creased—the commodity index is down. 

There have been several articles appear- 
ing in this Journal which have indicated 
that this variation in price of a dollar 
should be taken into consideration in es- 
tablishing the value of a property. The 
articles indicate that we should make al- 
lowance for the increasing or decreasing 
value of the dollar. It is my opinion that 
all such considerations can be eliminated 
in real estate appraisal. The values that 
we arrive at are expressed in terms of 
today’s dollars. As Babcock? stated in his 
book, “We quote in terms of today’s val- 
ues, realizing that while prices may be dif- 
ferent in the future, the values in terms 
of today’s prices can be used. Changes 
in the value of money do not alter the val- 
uations.” 

Since all real estate values are expressed 
in terms of money, they become prices. 
Babcock in discussing the purposes of val- 
uation states, “Inquiry into the nature of 
each of the typical purposes for which val- 
uations are used indicates that warranted 
price, indicated in this book by the word 
value, is always called for rather than an 
estimate of market price.” It is well at 
this time to present several definitions that 





2. Frederick M. Babcock, The Valuation of Real Estate. 


have been offered for the value contem- 
plated in a real estate appraisal. 

Let us start back in 1894 with the def- 
inition furnished in the case of C. C. C. 
and St. Louis vs. Victor M. Backus: 


The value of the property results from the 
use to which it is put, and varies with the 
profitableness of that use, present and prospec- 
tive, actual and anticipated. There is no pecu- 
niary value outside of that which results from 
such use. 


The definition of value as furnished in 
the Standards of Practice is: 


The market value of a property at a designated 
date is that competitively established price 
which represents the present worth at that date 
of all the rights to future benefits arising from 
ownership. 


It goes on to state that, “Hereinafter 
the word ‘value’ means market value as 
defined.” 

Peter Hanson’® uses the term “war- 
ranted value” and defines it: 


Warranted value is that sum, estimated in 
terms of money at a given date, which a person 
would be justified in paying for the future net 
benefits accruing from a property. 


Our president‘ in his book furnishes the 
following definition: 


Value is that capital sum, expressed in terms 
of money, which a purchaser for investment 
would be justified in paying for a property, an 
estate, or an interest, at a given date. It is the 
present worth of all the rights to future ben- 
efits arising from the property. This present 
worth must be computed upon a basis to be 
comparative and competitive with all other 
forms of investment then available to the in- 
vestor. 


He states further: 


Lacking any specific instructions to the con- 
trary, all ordinary valuation work seeks to de- 
velop and determine the justified market value 
of the unencumbered fee simple to the average 
available owner and for that reason the re- 
marks and discussions throughout this volume 
are directed to that purpose. 

Any given property can have but one justified 
market value, but it can have as many other 
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values as there are other purposes or interests 
for which it may be valued or as there are 
assumed or existing conditions which may be 
recognized. 

Babcock in his book does not furnish a 


specific definition for the word value. He 
devotes considerable space, however, to the 
discussion of the term. He states in his 
book: 


For purposes of developing a practical theory 
of real estate valuation, a distinction will be 
made in this book between value and market 
price. Value will be used to designate the con- 
cept in which the thoroughly informed buyer 
is present and market price will be used to 
designate the prices which properties actually 
do bring in the real estate market. In other 
words, it will be assumed that many real estate 
transactions occur at prices which are over or 
under the prices which would be paid if all 
available and pertinent knowledge of the prop- 
erties were used and influential with buyers 
and sellers. To those acquainted with the actual 
real estate market, the force of the distinction 
will not appear overdrawn. 

Both are exchange-value concepts. In many 
cases, the two values are identical, of course. 
In making the distinction it is contemplated 
that “value” is a more accurate and reliable 
figure on which to base business transactions 
than is “market price.” In general, it is con- 
templated that the valuators function consists 
in the determination of “values” and that the 
difference between “value” and “market price” 
is of real significance in the real estate activ- 
ities which involve valuation. 


Mark Levy in this Journal stated: 

I believe that the definition might well read 
as follows: “The value of a property at a des- 
ignated date is that amount of money which 
represents the then present worth of all the 
rights to future benefits arising from owner- 
ship.” 

The definition presented in the Stand- 
ards of Practice starts with the concept 
of “market value.” Webster’s Dictionary 
defines “market value” as “The price 
which a man can expect to receive, the 
average value of a commodity in a given 
market during a short period of time.” 
Taking the first part, “The price which a 
man can expect to receive,” this might be 
acceptable if it were explained further. 
The second section explains it in part— 
the average value of a commodity in a 


given market during a short period of 
time. The difficulty in applying this con- 
cept to real estate is that few parcels of 
real estate are sufficiently alike to develop 
average prices. In addition, there is no 
“market” in the sense that the word is 
here used. 

Peter Hanson in this Journal said, “In 
real estate practice there is no such thing 
as ‘market value’ in the strict meaning of 
the term. The result is that the term 
‘market value’ as it has come to be used 
and applied to land is not market value, 
but nothing more or less than selling 
price.” Babcock says in his book, ‘Value 
will be used to designate the concept in 
which the thoroughly informed buyer is 
present and market price will be used to 
designate the price which properties 
do bring in the real estate market.” 

Since price is value expressed in terms 
of money, we can assume there is in real 
estate appraisal the concept of market 
value. It would be the price that would 
be obtainable if property were sold—the 
current price. It would take into con- 
sideration probable buyers at the present 
time and would not necessarily allow a 
reasonable time to advertise and find a 
proper buyer. In times of depression this 
market value or price would be below what 
we subsequently define as “value.” In 
times of prosperity it might conceivably 
be in excess of such “value.” It might be 
better in many ways to refer to this con- 
cept as “market price” rather than “mar- 
ket value.” 

It would, therefore, be desirable to 
eliminate from the definition of value as 
presented in the Standards the words 
“market value.” The next portion of the 
definition includes the words, “at a desig- 
nated date.” It is my opinion that this is 
not necessary to the definition of value. 
All appraisals are made as of a certain 
date and the date is an important part of 
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the appraisal. However, the date is not a 
part of the definition and can well be 
eliminated. The next section states, “is 
that competitively established price.” 
Market value, in the ordinary use of the 
word, would be the competitively estab- 
lished price. Reverting to the definition 
of the term in Webster’s Dictionary, “The 
average value of a commodity in a given 
market during a short period of time,” if 
we use market value in the sense thus de- 
fined, there are many types of real estate 
which do not have “market values.” If, 
however, we use the concept of current 
price—market price—all properties can 
be disposed of at some price. Since this 
concept of price differs from the value we 
are trying to define, this portion of the 
definition should also be eliminated. 

We now have left, “The present worth 
of all the rights to future benefits arising 
from ownership.” Hanson in his definition 
includes the concept of “the future net 
benefits accruing from a property” but 
rather than present worth he uses the con- 
cept of what a person “would be justified 
in paying.” President Kniskern in his def- 
inition given above, includes first this con- 
cept of what a person would be justified 
in paying for a property, and then goes 
on to say, “It is the present worth of all 
the rights to future benefits arising from 
the property,” which is the same as that 
portion of the definition in the Standards 
that remains after eliminating those por- 
tions which were not applicable to the 
concept we are attempting to define. This 
also agrees with the definition presented 
by Mr. Levy, as given above, “The value 
of a property at a designated date is that 
amount of money which represents the 
then present worth of all the rights to 
future benefits arising from ownership.” 

It would thus seem that we have a def- 
inition that has some acceptance, “The 
present worth of all the rights to future 





benefits arising from ownership.” In ad- 
dition, Hanson and Kniskern make use of 
the words, “The sum a person would be 
justified in paying.” This definition was 
sent to members of the committee. One 
member questioned the use of the word 
“worth” on the basis that it was merely 
a synonym for “value” and as such did 
not add much to the definition. I believe 
his contention was well founded. Accord- 
ingly, I have made a slight change and 
incorporated the concept of “justified” 
amount. The definition that I would sub- 
mit is: 

Unless otherwise specified, the value to be 
computed in an appraisal of real estate is the 
sum which the average purchaser is justified in 
paying for all the future benefits arising from 
ownership. 

The definition is prefixed by the words, 
“Unless otherwise specified” since it is my 
belief that there are certain values to par- 
ticular people or for particular uses. Knis- 
kern in his book states that “Any given 
property can have but one justified mar- 
ket value but it can have as many other 
values as there are other purposes or in- 
terests for which it may be valued or as 
there are assumed or existing conditions 
which may be recognized.” The defini- 
tion offered is intended to cover the aver- 
age case. Where a particular value is re- 
quired, it must be so specified in the ap- 
praisal. 

“Sum” is defined by Webster as an 
amount of money or currency. Accord- 
ingly, the words “expressed in terms of 
money” or similar words are not needed. 
The average purchaser is contemplated in 
an appraisal unless otherwise specified. 
Kniskern in his book states, “Value is that 
which the average and typical buyer nor- 
mally interested in the particular type of 
property is justified in paying for a piece 
of property.” If the appraisal is for a 
particular purchaser who differs from the 








ae pr merc ee ne ore 





78 Tue Journat or THe American Institute oF Reat Estate APPRAISERS 





average purchaser, the appraisal becomes 
one of a specific value which must be de- 
fined in the appraisal. The average pur- 
chaser in the case of office buildings, ho- 
tels, etc., may become a corporation rather 
than an individual but the definition still 
applies. Kniskern includes the word 
“typical” but in my opinion “average,” as 
used here, has the same meaning. 

The word “justified” includes the con- 
cept of the thoroughly informed purchaser 
as against the willing purchaser who 
might be willing, as in the case of pur- 
chasers of speculative subdivision lots, but 
who were not thoroughly informed. In 
fact, the words “the thoroughly informed 
purchaser would pay” could be substituted 
for the words, “the average purchaser is 
justified in paying.” 

The future benefits arising from owner- 
ship may be commercial rentals, business 
profits, or amenities, or combinations of 
any or all. The definitions, however, in- 
cludes all. 

A list was made of the values that have 
been referred to in various articles and 
books. A grouping was then attempted 
in order to develop definitions for them. 
Two terms which have been used quite fre- 
quently are justified value and warranted 
value. Both of these terms are contem- 
plating a comparison with price paid as 
compared to price which should have been 
paid. As quoted above, Babcock states, 
“Value will be used to designate the con- 
cept in which the thoroughly informed 
buyer is present and market price will be 
used to designate the price which proper- 
ties actually do bring in the real estate 
market.” He thus uses the word “value” 
in the sense that we present in the defini- 
tion given above. He does not use the term 
“market value” but prefers, as I: do, the 
term “market price.” If we make this 
differentiation, there is no need for the 
use of the word “justified” or ‘“war- 


ranted.” Value as defined includes this 
concept. Price will be used to refer to 
those situations where the amount is not 
warranted or justified. 

Two other terms which are frequently 
used are “use value” and “utility value.” 
These terms are used in connection with 
these properties serving the owners di- 
rectly, such as private residences, manu- 
facturing buildings, clubs, churches, etc., 
as compared to those which serve the own- 
ers through income received. The use to 
which these properties can be put repre- 
sents the future benefits of ownership so 
that the definition as presented above in- 
cludes these values. The “use Value,” 
however, to a particular person or for a 
particular purpose would require defini- 
tion. It is interesting to note in this con- 
nection that the orginal concept of value 
by the Supreme Court of the United States 
was this “use value.” Gradually, however, 
a transition occurred from physical things 
having only “use value” to expected earn- 
ing power. The definition furnished in 
the C. C. C. and St. Louis vs. Victor M. 
Backus case shows this transition: 

The value of the property results from the 
use to which it is put, and varies with the prof- 
itableness of that use, present and prospective, 
actual and anticipated. There is no pecuniary 
value outside of that which results from use. 
“Going value” is another term which is 

used. It is tied in with the concept of 
“going concern.” It represents a value for 
a particular use or a particular individual. 
It is used frequently in connection with 
industrial plants where the type of build- 
ing is special to that type of manufacture. 
The property has a value to that concern 
as long as it is in operation. Should the 
operation cease, the value for the most 
part disappears. All that remains is the 
land and the possible use to which the 
building can be put by others. An ap- 
praisal may be requested of the “going 
value” of a property but the appraisal 
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must specify that value as “the going 
value to the present owner” or some 
equally clear limiting statement. 

Particular value or “value to a particu- 
lar owner” is self explanatory. “Going 
value” as stated is a form of “particular 
value.” An old homestead may be worth 
more to a family in which the ownership 
has continued for several generations. 
The value to such a family would be more 
than that covered in the general definition 
of value given above. There are many 
instances of value to particular individ- 
uals, but amplification is not necessary 
here. 

“Capital value” and “income value” 
have reference to income-producing prop- 
erties as distinguished from “use value,” 
in which the value lies in the use to which 
the property is put. The contemplated 
productivity of the property through in- 
come results in the “income” or “capital 
value” to the purchaser. 

“Improved value” is defined in the 
Standards of Practice of the Appraisal 
Division as “the difference between value 
and cost; the difference between value and 
net cost at completion; a term applied to 
construction projects or properties, the 
improvements of which have been newly 
completed.” The term has been used to 
describe the added value over the cost, as 
well as the total value. In its strict sense 
it should be used only to refer to the added 
value. Land is purchased and buildings 
are erected in order that profit may be 
realized. This profit if realized becomes 
the “improved value.” In many instances, 
there is no profit and thus no improved 
value. The income produced by the prop- 
erty does not pay a fair return on the 
costs. No large amount of improved 
value can ever continue due to the attrac- 
tion of capital to similar developments, 
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which will reduce the net return on the 
proposition, thus reducing or in many 
cases eliminating the excess of value over 
actual cost. 

“Forced sale value” like market value 


should rather be stated as a price. It rep- 
resents the price that is expected under 
conditions of forced sale. It is not a value 
in the sense in which we are using the 
term. Similarly, “salvage value” is the 
price that is expected for a structure at 
the expiration of its useful life. 

There are many other concepts of value 
which will require definition. For example, 
there is the question of “physical value” 
which contemplates the cost of erecting 
the equivalent economic unit, not the cost 
to produce the same physical structure. On 
the other hand, “replacement value” is 
used by some to mean the cost of replacing 
the same structure. Some include only 
physical depreciation. Others take eco- 
nomic factors into consideration. 

There are also specific terms such as 
“plottage value,” “rental value,” ‘“as- 
sessed value,” “condemnation value,” “in- 
surable value,” “nuisance value,” that all 
represent specific values and® must be so 
defined in an appraisal. 

It would take too much time to present 
definitions for all these terms. In addi- 
tion, the committee itself, has not com- 
pleted its studies. It is expected that the 
definitions will not necessarily agree in all 
details with the ideas of all Members of 
the Institute. This would be impossible, 
since all do not think alike. It is expected, 
however, that definitions will be developed 
that will be generally accepted. It will 
then be the task of the Institute to pub- 
licize these definitions so that other 
groups, such as the courts, will recognize 
these definitions so that the confusion that 
now exists may be eliminated. 
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Court Decisions 


Judicial Review of Appraisals 
By ANDREW C. HAMILTON, Member Illinois Bar 


sional appraisers are frequently 

brought before courts of law for 
consideration. From the viewpoint of the 
professional appraiser, it is interesting to 
note the attitudes which courts have taken 
toward questioning the validity of an ap- 
praisal or the method by which a valuation 
was reached. 

One of the leading cases in which these 
questions have been passed upon by a 
court, is Monidah Trust vs. Arctic Con- 
struction Co., et al, 264 Federal Reports, 
Page 303. The Monidah Trust filed a suit 
in the Federal District Court to set aside 
an appraisal of the value of certain land 
under a lease and asked for a decree of the 
court to determine the true value of the 
land. This was an appeal by the Monidah 
Trust from a decree entered in favor of 
the defendant, Arctic Construction Co. 

The lease was made in 1908. It was a 
lease of unimproved city property for a 
term of 50 years. It provided that the rent 
to be paid by the lessee should be upon a 
basis of 4 per centum per annum net upon 
the appraised value of the property. The 
lease fixed the value for the first 5 years 
of the lease at $540,000, and for the next 
five years at $630,000, and provided that 
the remaining 40 years of the lease should 
be divided into four periods, of 10 years 
each, the value of each 10 year period to 
be determined by appraisement, each party 
to the lease to appoint an appraiser, and 
the appraisers so appointed to appoint a 
third appraiser, all of whom should be dis- 
interested parties, competent to estimate 
the value of said property. It further pro- 
vided that the appraisers should examine 
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the property without the improvements 
and determine the value thereof, and that 
the decision and approval of the apprais- 
ers, or a majority thereof, should be bind- 
ing and conclusive upon the parties for the 
next 10-year period, and that it should be 
the basis on which the 4 per cent. annual 
rental should be computed. The lease also 
provided that the lessee at its own expense 
should construct within a limited time a 
commercial building on the premises, at 
least seven stories in height, the building 
at the end of the lease to revert to the 
lessor.. After the execution of the lease 
the lessee went into possession and con- 
structed the building, and paid the agreed 
rental for the first 10 years. 

The appraisal in controversy was made 
for the 10-year period beginning June l, 
1918. The appraisers were Heitman, se- 
lected by the Monidah Trust; Nichols, se- 
lected by the Arctic Construction Co.; and 
Folsom, selected by the other two. These 
three proceeded to take evidence as to the 
value of the property. They examined six- 
teen witnesses, most of whom were experts 
on the value of real estate. The valuation 
placed on the land by the witnesses varied 
from $150,000 to $540,000. The figure 
finally adopted was that of Folsom. He 
arrived at his result in the following man- 
ner: He computed what in his opinion 
would be the total annual gross income 
from the improved property, which he 
found to be $53,700. From this he de- 
ducted estimated amounts for taxes, in- 
surance, and, other items of expense, 
including allowances to the lessee for 
amortization of the building, management, 
and interest on the money invested in the 
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building, and arrived at a net income of 
$8,685.22 per annum, and this he divided 
by 4 and multiplied by 100, whereby he 
arrived at the $217,130 which he assigned 
as the value of the vacant ground. Both 
the other arbitrators at first did not agree; 
Heitman claiming that the value was too 
low and Nichols that it was too high. 
Nichols, however, after conferring with 
the secretary of the appellee, announced 
his willingness to acquiesce in Folsom’s 
estimate. Heitman refused to assent. 

It was contended that the decree should 
be set aside for the reason that the ap- 
praisers, in adopting the computation 
which Folsom made as the basis for their 
finding in fact made no attempt to ascer- 
tain the exact thing submitted to them for 
determination, but determined only how 
much, in view of the earning capacity of 
the building which was on the land, the 
lessee could afford to pay for the use of 
the land. 

Nichols took the position that the ap- 
praisers had no right to capitalize the 
building for the benefit of the ground; that 
their duty was simply and solely to fix the 
value of the ground and the only thing 
they could do would be theoretically to raze 
the building from the ground, and take the 
then present city ordinances into consid- 
eration and build a hypothetical building 
under the present law, just as if the then 
present building did not exist. He objected 
to using the then existing building for the 
basis of computation, for the reason that 
under the then existing ordinances of the 
city it could not have been built upon that 
land and that capitalizing it was not fair 
under the circumstances, but he testified: 

“T finally acceded to it in order to arrive 
at an appraisement.” 

Folsom testified : 

“T listened to all that testimony (testi- 
mony as to the value of the land without 
improvements) and for my own satisfac- 


tion I undertook to figure out what, in my 
own mind, the property would show a net 
return on, if adequately improved and 
adequately managed. * * * I also took into 
consideration the testimony of all the wit- 
nesses. The result which I reached abso- 
lutely represents my judgment as to the 
true value of the land without improve- 
ments.” 

He again testified: 

“What I was undertaking to do in mak- 
ing this computation was to arrive at the 
value of the ground. * * * I was trying to 
arrive at what sum of money that ground 
was worth, if adequately improved, ade- 
quately rented, and properly managed.” 
The court in discussing the computation 
made by Folsom, said: 

“We are not convinced that the compu- 
tation made by Mr. Folsom was imprcper 
to be used to aid in determining the value 
of the land. It was not the sole basis of 
the valuation arrived at. It was used in 
connection with the testimony of witnesses 
who gave their estimates of the value of 
the land.” 

In the same case the court discusses the 
difference between arbitration and ap- 
praisement, as follows: 

“The purpose was not to settle an ex- 
isting controversy but to avoid further 
dispute by fixing a valuation. Appraisers 
are not governed by the rules relating to 
arbitration. ‘As long as appraisers act 
honestly and in good faith, they have a 
wide discretion as to their methods of pro- 
cedure and sources of information. Gen- 
erally speaking, they may inform them- 
selves in any way that an honest seeker 
for the truth would adopt.’ Omaha Water 
Co. vs. City of Omaha, 162 Fed. 225; 
Omaha vs. Omaha Water Co. 218 U. S. 
180, 48 L. R. A. N. S. 1084.” 

The court held as follows: 

“An award of appraisers is subject to 

impeachment for fraud, or misconduct 
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amounting to fraud, or mistake which is 
not merely a wrong conclusion upon the 
matters submitted, but it is not to be va- 
cated for mere errors of judgment upon 
questions of fact or law submitted. 5 C. 
J. 179; Goddard v. King, 40 Minn. 164, 
41 N. W. 659; James V. Schroeder, 61 
Mich. 28, 27 N. W. 850; Duvall v. Sulzner 
(C. C.) 155 Fed. 910; Palmer v. Clark, 
106 Mass. 391; Shawhan v. Baker, 167 
Mo. App. 25, 150 S. W. 1096; Donaldson 
v. Buhlman, 134 Wis. 117, 113 N. W. 638, 
114 N..W. 431. In Burchell v. Marsh, 17 
How. 344, 15 L. Ed. 96, the court held that, 
if the award is within the submission and 
contains the honest decision of the arbi- 
trators, after full and fair hearing of the 
parties, a court of equity will not set it 
aside for error of law or fact, and the 
court quoted the language of Lord Thur- 
low in Knox v. Symmonds, 1 Vesey, 369, 
who said that in order to induce the court 
to interfere—‘there must be something 
more than an error of judgment, such as 


corruption in the arbitrator, or gross mis- 
take, either apparent on the face of the 


>>? 


award, or to be made out by evidence. 
The court went on to say: 

“Courts should be careful to avoid a 
wrong use of the word ‘mistake’ and, by 
making it synonymous with mere error of 
judgment, assume to themselves an arbi- 
trary power over awards. The same re- 
sult would follow if the court should treat 
the arbitrators as guilty of corrupt par- 
tiality merely because their award is not 
such a one as the chancellor would have 
given.” 

Another serious question was raised by 
the contention that the appraiser Nichols 
acted as the personal representative of the 
appellee, and not as a fair, disinterested, 
and impartial appraiser, and that on join- 
ing in the award he acted under the ap- 
pellee’s direction. Reference was made to 
the fact that, before Folsom was selected 


as the third appraiser, Nichols consulted 
with Morris, the appellee’s secretary, and 
that, when Folsom had announced his con- 
clusion, Nichols again consulted Morris, 
before assenting thereto. The court in its 
decision said in answer to this contention: 

“We are not convinced that these mat- 
ters are sufficient to avoid the appraise- 
ment. It was not improper that, before 
selecting the third appraiser, Nichols 
should inquire of the appellee whether it 
made objection to his acting in that capac- 
ity (Silver v. Connecticut River Lumber 
Co. (C. C.) 40 Fed. 192), and there is 
nothing necessarily fraudulent in the fact 
that before agreeing to the appraisal 
Nichols made known to Morris the con- 
clusion which Folsom had reached. The 
evidence does not indicate that in agree- 
ing with Folsom Nichols acted under the 
direction of the appellee. * * * It has been 
held that one who appoints his agent an 
appraiser will not be heard to complain 
that the other appraiser was an agent of 
the opposing party. Wheeling Gas Co. v. 
City of Wheeling, 5 W. Va. 448, 496. In 
Fox v. Hazelton, 10 Pick. (Mass.) 275, 
Chief Justice Shaw said: 

“*And it is not unfrequent in practice for each 
party to select a friend known to have formed and 
expressed opinions upon the subject, and pref- 
erences for the parties respectively, trusting that 
these opposite prejudices will balance each other, 
especially with the aid of an impartial umpire. 
Without commending the expediency of such ref- 
erences, the court can entertain no doubt of the 
validity of an award made by such referees, nor 
could the parties be heard to impeach it on this 
ground.’ 

“Where no corrupt motive appears, the fact that 
one arbitrator talked with one of the parties re- 
garding the case does not require that the award 
be vacated. 5 C. J. 188; Flatter v. McDermitt, 25 
Ind. 326; Morville v. American Tract Ass’n, 123 
Mass. 129, 139, 25 Am. Rep. 40; City of Bridge- 
port v. Risenman, 47 Conn. 34; Adams v. Bushey, 


60 N. H. 290; Wood v. Auburn & R. R. Co., 8 
NN; ¥..208:” 


The appraisal made pursuant to the 
terms of the lease was sustained. 
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Comment and Discussions 
Percentage of Sales Paid For Rent 


value of store buildings, it is of inter- 

est to study figures available from 
the Census of Retail Distribution, pub- 
lished by the U. S. Department of Com- 
merce. The statistics were collected in 
1930 and cover the operations of retailers, 
during the year 1929, in every state in 
the United States, and in every city hav- 
ing a population of 30,000 and over. 
These reports may be secured from the 
Superintendent of Documents at Wash- 
ington. 

For example, the report covering Cali- 
fornia gives for the state, as a whole, 
among other interesting statistics, the 
total number of stores in each kind of 
business occupying leased premises, the 
total rent paid for same, and the percent 
of rent to sales. Similar data is given 
covering each kind of business in Los An- 
geles and in San Francisco. 

The percentage of sales paid for rent, 
in 1929, in Los Angeles, covering the fol- 
lowing kinds of business, was reported in 


said publication to be as follows: 
Per Cent 


I appraising the warranted rental 


Art and gift shops 

Automobile accessories, with tires and bat- 
teries 

Automobile (Agencies)—new cars and trade- 
ins 

Automobile dealers in used cars 

Book stores 

Candy stores, with fountain 

Cigar stores without fountains 

Cigar stands 

Clothing (Staple) (Men) 

Clothing (Staple) (Women) 

Department stores 

Drug stores with fountains 

Drug stores without fountains 

Five and ten cent stores, and to-a-dollar.... 

Florists 

Furriers—fur shops 

Furniture stores 

Grocery stores (without meats) 


Haberdashery (men’s furnishings) 
Hardware stores 

Jewelry stores 

Millinery stores 

Music stores (with radio) 

Music stores (without radio) 
Restaurants 

Shoe stores 

Sporting goods 

Tailors 

Trunks and leather goods 
Women’s wear (corsets and lingerie) 

“Percentage Lease Rates” was discussed 
at length and in an interesting and able 
manner by Mr. K. Lee Hyder, in the 
April, 1934, issue of the Journal.* ; 

He presents a table on page 208, giving 
“opinions of fair percentage lease rates,” 
... “prepared by selecting representative 
opinions of eight rental agents or brokers 
from the published lists during the ten- 
year period 1923-1933, inclusive.” He 
also enumerates the sources of informa- 
tion on percentage lease rates. 

The fact that Mr. Hyder did not men- 
tion the Census of Retail Distribution 
among his sources of information leads 
me to think that he overlooked this inter- 
esting source. Many other appraisers may 
have done the same, hence this comment. 

In checking the above Los Angeles per- 
centages with the percentages covering the 
same kinds of business in Mr. Hyder’s 
table, it will be noted that about half of 
them are between the “high” and the 
“low” figures set forth by Mr. Hyder; 
of the remainder, half are above the 
“high” and half are below the “low” fig- 
ures. Checking the comparable items as 
a whole in the two tables, the average per- 
centage in the above Los Angeles table for 
all kinds of business mentioned in the table 
is 8.14%; in Mr. Hyder’s table, averaging 


*See page 205. Vol. II, No. 8, The Journal of the Ameri- 
can Institute of Real Estate Appraisers. 
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his “average” figures, 8.44% —not far 
apart. 
Louis M. PRATT. 
Pasadena, California. 
June 28, 1934. 


a ae 
DEPRECIATION AND OBSOLESCENCE 


HE physical deterioration of a build- 
8 ing, plus actual obsolescence in de- 

sign and lack of modern conveni- 
ences, constitute what is known as depre- 
ciation. 

The purpose of this article, from the 
pen of a practical builder, is to analyze 
each factor of depreciation separately and 
to arrive at a more convenient and accur- 
ate method in determining the rate. There 
is still much confusion of thought on the 
subject of depreciation; and a discussion 
of the subject will, in my opinion, lead to 
more uniformity in appraisal practice. 

Deterioration is the physical wear and 
tear of the structural parts of the im. 


provements, caused by actual use and by 


the elements. If well-constructed, such 
items as foundation, joists, studding, sub- 
floors, rafters, and roofboards will last 
several hundred years. The same is true 
of plastering and other items that are not 
exposed to the elements. Such items there- 
for have a long physical life and do not 
deteriorate at the same rate as for in- 
stance painting applied to outside walls 
or the shingles on the roof. Painting of 
a frame structure must be done every 
fifth year in order to preserve the prop- 
erty. Even the best grade of cedar shin- 
gle must be replaced in 20 years. The life 
of a hot air furnace is about 15 years. Elec- 
trical fixtures, porches, floors, and wood- 
work have to be replaced while the main 
part of the building is still structurally 
sound. The actual deterioration may be 
determined by finding the age of each item 
separately : 


Example: Age of wood shingle roof, 15 years 
(will last 20 years). 

Cost of relaying $300.00 
Deterioration; 75% 75<300— 225.00 

Building painted 1932. Age 2 years (will last 
4 years). 

Cost of painting $150.00 
Deterioration; 50% 50.00 

This method eliminates guesswork and 
gives the appraiser more confidence and 
prestige, especially when testifying in 
court. Cross-examinations are sometimes 
very unpleasant for an appraiser if he is 
not prepared to analyze and support every 
step in the appraisal. 

I have in mind a recent case in the local 
court. Both parties to the suit had hired 
appraisers to testify to the value of a cer- 
tain property. Both appraisers had ar- 
rived at the same figures on the recon- 
struction cost of the improvements and 
the land value. But the plaintiff’s man 
had used a depreciation rate of 4% per 
year, thereby arriving at a lower valua- 
tion than the defendant. Under cross- 
examination he had to admit that the rate 
he had used was more or less a guess. The 
defendant’s appraiser by using the above 
method was much better prepared to sus- 
tain his testimony by being able to justify 
every step in his appraisal. 

The subject of obsolescense deserves the 
most careful study of the appraiser. Asa 
general principle a building is not obso- 
lete if it conforms to or is of a higher 
class than the improvements in the neigh- 
borhood. Different classes of people live 
in different manner and it would be unfair 
to set the rate of obsolescense of a modest 
home in a country village by comparing it 
with high class homes in the larger cities. 
If the house is well-constructed, and com- 
pares favorably with other improvements 
in the block or district, it is not obsolete; 
but if the same building is located in a 
100% residential district and surrounded 
by improvements of modern design and of 
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higher cost, a deduction for obsolescense 
must be made. 

Very old frame and brick residences do 
not, as a rule, comply with building codes 
adopted by progressive cities and villages. 
Small bedrooms, low ceilings, exposed 
plumbing and electric wiring, old style 
fireplaces, fancy grillwork on trim and 
porches are items of obsolescense. A 
number of old buildings in cities and vil- 
lages that have adopted building codes, 
are, while yet structurally sound, liable to 
condemnation for sanitary reasons or on 
account of being fire hazards. In many 
cases an old building has no value, and 
both the owner and the district would be 
better off if it were removed. Theoreti- 
cally the amount to be deducted from the 
value of improvements for obsolescense is 
the amount necessary to modernize the im- 
provement to the extent of conforming to 
the average improvement in the block and 
district. If it is found that the cost of 
modernizing the structure does not war- 
rant the expenditure, the building may be 
considered obsolete. 

The basis of the value of an obsolete 
building is the sum total of net rent re- 
ceivable during its remaining economic 
life. The economic life ceases when the 
net income from the property is less than 
the taxes, insurance, and repair bills, and 
when the land value warrants the expend- 
iture for a higher type of improvement. 
(In figuring the net rents a proper amount 
must be credited to the investment in the 
land). 

Deterioration is tangible and can be de- 
termined accurately. It is the cost of 
placing the improvements in same condi- 
tion as when new. 

Obsolescense is intangible and varies 
with the location and the district. The 
amount of obsolescense is the cost of mod- 
ernizing the improvements to comply with 


the standard in the block, district, and 
territory in which it is located. 

Depreciation is the sum total of these 
two factors. 

The rate of depreciation should be de- 
termined by the actual condition of the 
properties appraised and not by a ready 
made depreciation table. In fast growing 
cities the life of residences may be only 
25 to 30 years, while buildings in the 
smaller communities and villages at that 
age are in their prime. It is well to re- 
member that the amount of loss sustained 
by owners and investors in modest homes 
in the smaller cities and villages is far 
less than that of investors in over-im- 
proved buildings in the larger cities. Let 
the man that can afford it change the style 
of his home as his wife changes the style 
of her gown, but let us remember that the 
majority of homes are built to suit the re- 
quirements of the man with a modest in- 
come. Let the average standard of living 
in the district be the determining factor 
of the rate of depreciation. 


OSCAR SODERQUIST, M.A.I. 
Waukegan, Illinois. 
June 1, 1934. 


ke a * 
APPRAISING FOR LOANS 


HE article written by Maurice F. 
[‘reias M. A. I., in the July, 1934, 
issue of this Journal, on “An Ap- 
praisal That Went Sour” very clearly 
shows that he understands that which is 
necessary in appraising real estate. In 
reading the article I was reminded of a 
conversation I had a few years ago with 
the head of one of our largest banks and 
I thought by relating the conversation it 
may be helpful, by way of suggestion, to 
some of the members of the Institute in 
getting appraisal business. 
It was at the end of the year and the 
banker was commenting to the writer on 
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the year’s progress of the institution, of 
which he was the head, stating that the 
bank had had one of the best years in its 
history and the only “thorn in my side this 
year was a deal in connection with some 
of our old real estate.” I asked for 
an explanation and after it was given me 
I explained that it wasn’t the real estate 
that was at fault but the fault was with 
the bank for financing a real estate trans- 
action without full knowledge of the value 
and desirability of the project. After 
my explanation, I suggested that the in- 
stitution was big enough and handled so 
many transactions involving real estate 
that a competent appraiser should be re- 
tained in all real estate matters. Then 
the bank would not have occasion to make 
a mistake such as was made in the trans- 
action in question. 

There were several things that were in- 
volved that a competent appraiser would 
not have approved; first, the type of de- 
velopment; second, the location was bad 


for most any type of financing; and, third, 
the amount involved was double what it 
should have been had the project beeh de- 


sirable. The banker readily agreed, after 
the explanation, that I was correct and 
that in the future they would act accord- 
ingly. 

I made the statement to the banker that 
I knew it to be a fact that the bank would 
not lend on, or take real estate for col- 
lateral, without having the bank’s attor- 
ney pass on the title. “This,” I said, “is as 
it should be; however, you will undertake 
to finance a large real estate project and 
use your own judgment as to value. Since 
you are not posted sufficiently on real es- 
tate you should be as careful in ascertain- 
ing the value and desirability of the real 
estate you are asked to finance as you are 
that the title is good.” 

The article of Mr. Reidy reminded me 


of another incident of a few years past. 
One of our mortgage companies was de- 
sirous of selling mortgages to leading out- 
of-the-state insurance companies. While 
this mortgage company had been in busi- 
ness several years and had the recommen- 
dation of the bank it was doing business 
with, the insurance company agreed to 
buy mortgages from the conipany only 
with the stipulation that it should have 
the right to designate an individual ap- 
praiser. I happened to be the appraiser 
designated and the head of the mortgage 
company informed me of the arrangement. 
He then proceeded to show me several 
properties on which the mortgage com- 
pany had loans he wished to sell. After 
inspection, I rendered my report; where- 
upon, I was advised by the manager of 
the mortgage company that he could see 
readily that they would not be able to sell 
any mortgages on my appraisal, stating 
further that he knew the loans in ques- 
tion were not 50% loans, that the insur- 
ance company knew that also, and stated 
further that the insurance companies had 
so much money to lend that they were 
willing to make loans up to 75%. Of 
course, I told him it was immaterial to me 
how large a percentage the company was 
willing to lend, but my appraisal would 
reflect the true value and not a fictitious 
one. It is needless for me to say that I 
lost the business. However, I have no re- 
grets, for we all know what has happened 
to loans that were made on a 75% basis. 

There are a number of insurance com- 
panies lending funds in this field that pre- 
viously were not requiring individual ap- 
praisals, but have in recent months 
changed their policy and are now employ- 
ing them. 

HENRY S. MILLER, M.A.I. 
Dallas, Texas. 
August 8th, 1934. 


#¢#¢ 





~~ & oe & od 


Qo wet A 2. OF eRe OO 


ae 


| 


The Fifth Congress of International Federation of 
Surveyors 


By Maurice F. Renpy, M. A. I. 


Members of the International Federation of 

Surveyors met for their Congress. These 
men came from twenty-one different countries. 
The larger number were from Great Britain—dele- 
gates from that Empire being 196 out of a total 
of 346. 

Each four years the Members of this Federation 
gather and discuss subjects of interest to Real 
Estate. The topics discussed generally are “sur- 
veying,” “town planning,” “estate management,” 
“development and valuation of property,” and 
“quantity surveying.” 

It was the first time, I believe, that this Federa- 
tion had invited any group in the United States 
to send a Delegate. I had the honor of being 
chosen by the American Institute of Real Estate 
Appraisers to represent them and the National 
Association of Real Estate Boards. 

Meetings were held during the four days be- 
ginning Wednesday July 18. The headquarters 
for the Congress was in the building of the 
Chartered Surveyors’ Institution of Great Britain. 
This body is of very high professional standing. 
Qualifications for membership require the equiva- 
lent of a four-year special course at Cambridge 
University or a like course in the College of Es- 
tate Management in London, and examinations 
are rigid and thorough. 

The Institution has as its Patron, His Majesty, 
King George V. 

Membership includes: Juniors, Associates, Pro- 
fessional Associates, Colonial Fellows, and Fel- 
lows. 

Many of its members specialize as Estate Man- 
agers, Surveyors, Quantity Surveyors, or Valu- 
ators. 

The Congress provided for professional papers 
and discussions on each of these subjects. 

I arrived in London four days before the open- 
ing and reported at the headquarters of the 
Chartered Surveyors. Major A. H. Killick, D.S.O., 
who serves the Institution in the same capacity 
as our genial Herb Nelson does ours, was very 
kind in his greeting and asked me if there was 
anything they could do for me. I asked him if 
he could arrange for the four days previous to 
the congress for me to go into the office of some 
leading appraiser in London to work with them, 
g0 over their actual appraisal reports, visit some 
properties, discuss their methods and compare 
them with ours. This was arranged and I had the 
privilege of going in the office of C. Gerald Eve, 
in Chancery Lane, a distinguished professional 


[: London on July 18 for the fifth time the 


valuator who was formerly President of the Inter- 
national Federation and had ‘previously been the 
Chief Appraiser for the British Government. The 
few days before the Congress opened turned out 
to be intensive working days and your Delegate 
learned a lot about methods of appraising, prin- 
ciples of valuation, costs of different kinds of 
building, rentals, leases, land values, and housing 
developments. The gentlemen in the Eve office, 
headed by Brian Eve, his nephew, were kind in- 
deed and were wonderfully patient and painstak- 
ing in their effort to teach the American Delegate 
something about English methods. 

Some idea of the standing of the Eve office 
may be gained from knowing that this office was 
recently commissioned by the British Government 
to appraise all the Public Utilities of London. 

Their work is largely devoted to valuating. I 
had the privilege of checking with them apprais- 
als of apartment houses, residences, factories, and 
various other work, including even a race track. 
Their method of appraising does not differ in any 
great respect from the American method as prac- 
ticed by members of our Institute. The principles 
of valuation must, of course, be alike in the two 
countries. Methods may differ, and human judg- 
ment must enter into the value conclusion 
whether the property valued is in Czechoslovakia, 
or England, or America. The circumstances at- 
tending a property may be different in Great 
Britain than in our country and undoubtedly are 
different because they have been dealing with 
permanence, while we have been, during the whole 
history of our country, in a transition stage. Our 
quick growth, especially in our cities, has neces- 
sitated the tearing down, after a short life, of 
many of our buildings to erect larger buildings 
that would have greater earning power. There, 
until recently, buildings have been limited in 
height to seven stories and I believe the legal 
limit now is fourteen stories. I had luncheon one 
day during the Congress in a building that was 
erected about the time of the first white settlement 
in the United States. While it may have been re- 
modelled and renovated several times during that 
period of more than 300 years it is a beautiful 
building today and looks as if it may have a 
future life of hundreds of years more. 

The work of the Valuator in England today is 
a perplexing and difficult one; in fact, one of the 
writers said recently, “No young Surveyor could 
have had a good night’s sleep since 1925.” 

Writing of the present situation in England, 
J. George Head, in a paper entitled “Valuation 
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Under Modern Conditions” said: “It is clear to 
the Valuator that present day prices are unreli- 
able for comparison and yet he can no longer 
rely upon his old standards. The reason for this 
is that there has been a changing England during 
the past almost fifteen years.” 

The work that has been done there in the 
matter of building houses is a marvel. England 
has built over 2,300,000 houses since 1920. At 
one of the sessions of the Congress, Sir E. Hilton 
Young, Minister of Health in the British Cabinet, 
stated that they proposed building another 
1,250,000 houses in the coming five years. A rough 
calculation would show these houses would take 
care of from 15,000,000 to 17,600,000 people, or 
somewhere in the vicinity of 40% of the entire 
English population. 

The Government gives a substantial subsidy to 
every builder, the benefit of which is passed on 
to a buyer as a house is sold. The great majority 
rent for from 10 to 15 shillings a week or $10.00, 
$12.00, and $15.00 a month. 

There is a great deal of criticism in Real Estate 
circles of the quality of these houses. Workmen’s 
houses range in cost from £300 to £500, or from 
$1,500.00 to $2,500.00. Slum buildings are fast 
being destroyed. 

Another surprising feature is the number of 
new factory buildings. The Government aids the 
manufacturer in this way: Since 1930 on appli- 
cation the manufacturer may be relieved of three- 
quarters of his rates, meaning the taxes on his 
real estate. There are certain exceptions to this 
rule, such as monopolies. 

One of the perplexing things for the appraiser 
there has been the multiple Acts which he must 
take into consideration. Town Planning is com- 
pulsory in towns having a population of over 
20,000 people. Then there are Land Restricting 
Acts, Housing Acts, Finance Acts. These have 
brought about heavy taxation so that large estates 
have declined in value and are a drug on the 
market. 

Inheritance taxes are very severe. One estate 
reported in the London Times, while I was there, 
having a value of about $10,000,000.00, had to pay 
an inheritance tax of $5,600,000.00 to the Gov- 
ernment. 

In the ordinary assessment valuation on prop- 
erty in England the rates are based on the 
fair rental value of the property and rate valua- 
tions are assessed every five years although relief 
can be sought by petition during this period. The 
Government has favored the farmer as well as 
the manufacturer since 1930 by giving three- 
quarter release of his regular rates on farms and 
buildings but not on homesteads. 

The busiress of the Valuator or Appraiser in 
England has been splendid for the past several 
years. The development of new houses, practically 
new townships in some cases, the building of new 


highways, all have given rise to a great number 
of condemnation cases, most of which are heard 
by official arbitrators when the owner and the 
Government cannot agree. 

In comparing land values in the city of London 
with our large cities it is interesting to note 
that Regent Street, which is probably the land 
of highest value, is considered to be worth some. 
where around $400.00 per square foot. In apprais- 
ing the rental value of stores their method is 
somewhat different from ours. Largely their prac- 
tise is not to appraise by front foot values or 
square foot values, but by squares. A square is a 
space 10 ft. by 10 ft. A store 80 ft. deep would 
be divided into three sections; the first area 
having a depth of 15 ft. having one value; the 
second area 25 ft. having another; and the re 
mainder a third value. 

Perhaps as years go on the examinations for 
membership in our Institute will approach the 
high professional standards that they exact to 
become a Surveyor. The profession of Surveyor 
is defined by the Royal Charter granted to The 
Institution in 1881 as “the art of determining the 
value of all descriptions of landed and house 
property, and of the various interests therein; the 
practice of managing and developing estates; and 
the science of admeasuring and delineating the 
physical features of the earth and measuring and 
estimating artificers’ work.” The last article in 
their Code of Conduct reads: “No member shall 
conduct himself in such a manner as to prejudice 
his professional status or the reputation of the 
Institution.” 

I must say this: that our hosts, the members of 
the Chartered Surveyors’ Institution from the 
President, Allen Arnold, down, and especially 
Major Killick, were courteous and kind and help- 
ful to the American Delegate, and I hope our con- 
tact will be a continuing one. It was a delight- 
ful privilege to be the first representative of our 
Real Estate men and the experience was one that 
I could well wish that many of our Members 
could have. 

Aside from the educational features, and the 
pleasure of coming in contact with membership 
of such a high character, the social features of 
the Congress were something to be remembered. 
There was a gracious greeting from His Majesty, 
King George V, and from the Premier, Mr. Bald- 
win. There was a reception at Lancaster House, 
St. James Palace, formal and delightful. One 
evening was spent on the invitation of the Lord 
Mayor of London and his associates in the London 
Government at Guildhall; it was attended by 
Prince George, the youngest son of the King; 
supper was served and a dance followed. Another 
reception and tea at Hampton Court Palace and 
several tours were planned especially for the 
Members of the Congress. 
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Digest of the Minutes 


Meeting of Governing Council, American Institute of Real 
Estate Appraisers 


The Governing Council convened at 9:30 A. M., 
June 26, 1934, at the Nicollet Hotel, Minneapolis, 
Minn., the following members being present: 

Philip W. Kniskern, New York City, Chairman. 

Harry E. Gilbert, Baltimore, Md. 

Samuel C. Kane, Philadelphia, Pa. 

Norman L. Newhall, Minneapolis, Minn. 

E. L. Ostendorf, Cleveland, Ohio. 

Frank H. Taylor, East Orange, N. J. 

Cyril R. DeMara, Hamilton, Ont., Can. 

Cuthbert E. Reeves, Buffalo, N. Y. 

Maurice F. Reidy, Worcester, Mass. 

Ralph D. Baker, Camden, N. J. 

J. W. Cree, Jr., Pittsburgh, Pa. 

Joseph B. Hall, Cincinnati, Ohio. 

Joseph W. Hannauer, St. Louis, Mo. 

Upon motion made by Mr. Ostendorf, seconded 
by Mr. Kane, and unanimously carried, the read- 
ing of the Minutes of the meeting held on April 
20, 1934, was waived. 


Membership Report 


The following membership report was submit- 
ted and approved: 
1. Number of Members, June 1, 1934 


2. Number of Affiliates, June 1, 1934 190 


470 
3. Delinquents: 


Upon motion duly made, seconded, and unani- 
mously passed, four Members were suspended for 
non-payment of dues, but with the proviso that the 
suspension would not be effective if payment is 
made on or before July 20. 

The same action was taken with respect to 
twelve delinquent Affiliates. 


4. Reinstatements: 

The following Members whose resignations 
were accepted at the April 20, 1934, meeting of 
the Governing Council have applied for reinstate- 
ment: 

Chas. A. Van Winkle, 1 and 2 Station Sq., Ruth- 
erford, N. J. 

Theodore Van Winkle, 1 and 2 Station Sq., 
Rutherford, N. J. 

Upon motion duly made, seconded, and unani- 
mously carried, the application for re-instatement 
for these two Members was referred back to the 
New Jersey Chapter for approval, in event of 
which they will be reinstated in the Institute. 

Five Affiliate Members who were reported de- 
linquent at the January 17, 1934, meeting of the 


Governing Council and who have since paid dues 
to the end of 1934, were reinstated by unanimous 
vote. 


Financial Report—By Mark Levy, Treasurer 


The following financial report was read, and 
upon motion made by Mr. Ostendorf, seconded by 
Mr. Kane, was unanimously approved: 

‘_ es to June 1, 1934 Actual Budgeted 
Bank balance as of 1/1/34.$ 860.05 
. 1934 membership dues 4,012.62 
. 1933 dues paid in 1934 21.25 
. Funds on deposit 860.00 
. Examination fees 295.00 
. Journal account 2,747.85 
. Receipts from sale of stand- 
ard forms 
. Receipts from sale of em- 
blems 
. Appraisal 


$4,166.67 


208.33 
1,041.67 


6.40 


3.00 
Dinner Confer- 


966.00 





$9,772.17 $5,416.67 

Expenses to June 1, 1934 

1. Refund of dues 

2. Administration (including 
bank tax, exchange on 
checks, general miscella- 
neous expense) 

. Examination fees 

. Journal account 

. Postage 

. Printing and stationery.... 

. Salaries and rent 

. Funds on deposit 

. Appraisal Dinner 


25.00 


$ 166.67 
1,250.00 


166.95 
1,165.15 


3,295.85 
1,062.50 


Confer- 





$4,685.10 
Actual bank balance 6/1/34 
Funds on deposit 6/1/34 


$5,775.02 
$5,087.07 


Available cash 6/1/34 $4,507.07 
rage to June 15, 1934, from June 1, 1934 
Dues 
: Sale of emblems and stand- 
ard forms 
. Examination fees 
. Journal—sale of subscrip- 
tions and single copies... 
. Funds on deposit 


380.05 


$ 628.05 
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Bills paid on June 10, 1934 

1. Chicago Mailing Tube Co.— 
tubes for mailing certif- 
icates 

. Harris Studio—hand letter- 
ing on membership certif- 
icates 

. Adcraft Mfg. Co.— engrav- 
ing of pins 

. Photopress, 
circular 

. Printing Products Corp.— 
Journal article reprint... 

. Shattock & McKay—reprint 
of forms 

. Walter Russow—refund of 
cash advanced in mailing 
Journals 


Inc. — Journal 


$ 148.15 
Actual bank balance 6/15/34 
Funds on deposit 6/15/34 


$5,566.97 


Available cash 6/15/34 $4,866.97 
Outstanding bills to be paid: 
1. Adcraft Mfg. Co—engraving of pins. .$ 


2. Claflin-Hill Prtg. Co.—examination pa- 


2.38 


3. Institute’s pro-rata share of Division 
rent for June 
4. Institute’s pro-rata share of Salaries.. 

Upon motion made by Mr. Reeves, seconded by 
Mr. Cree, and unanimously carried, the President 
was directed to appoint a Finance Committee con- 
sisting of three, to be responsible for the general 
finances of the Institute as well as of the Journal. 


Financial Report of the Journal 


The following financial report of the Journal, 
upon motion by Mr. Ostendorf, seconded by Mr. 
Reeves, was unanimously approved, with the rec- 
ommendation that the Committee in charge of 
the Journal be commended for the work which 
they have done: 

1. Subscriptions as of June 1, 1934: 

A. Member subscribers 

B. Affiliate subscribers 

C. Non-member subscribers 


2. Costs in 1934: 
1. Copyrighting 
2. Postage in mailing 
8. Advertising—Savings and 
Loan Journal 
4. Printing of January Jour- 


Actual Budgeted 


. Multigraphed letters ad- 
vertising Journal 


6. Postage and addressing 
circulars to H.O.L.C. ap- 
praisers and prospect 
list 

. Wrappers 

. Refunds and N.S.F.’s (in- 
cluding refunds on pro- 
fessional card inserts). 

9. Printing 

10. Printing of April Journal 





Totals $1,250.00 
3. Income from sale of subscrip- 
tions and single copies 
6/1/34 
4. Bills paid in June: 
1. Photopress, Inc.—Journal 
circulars $ 
2. Printing Products Corp.— 
reprint 
3. W. Russow—refund of 
cash advanced in mail- 
ing Journals 


$2,747.85 


77.00 


19.38 


. Income from sale of sub- 
scriptions and_ single 
copies from June 1, 
1934, to June 15, 1934.. 

Balance in Journal ac- 
count June 15, 1934.... $ 133.21 
. Report on Journal circular containing table 
of contents of April, 1934, issue and also of 
all previous issues available—mailed to 
H. O. L. C. appraisers and to members of 
Appraisal Committees of Local Real Estate 
Boards: 
June 15, 1934 
Sale of subscriptions and 
single copies directly 
traceable to the circu- 


380.05 


Receipts Expenses 


Printing of circular 

Postage in mailing 

Charge for addressing 
lists 

Express charge in ship- 
ping circulars to Wash- 
ington to be addressed 
to 8. ©. b..-C. Men. ... 





$ 356.25 $ 219.61 
Number of back issues of Journals still avail- 
able: 
January, 1933—Volume 1, No. 2 
April, 1933—Volume 1, No. 3 
July, 1933—Volume 1, No. 4 
October, 1933—Volume 2, No. 1 
January, 1934—Volume 2, No. 2 
April, 1984—Volume 2, No. 3 
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Report of Admissions Committee, by S. C. Kane, 
Chairman 


The Admissions Committee of the Institute met 
in the Nicollet Hotel in Minneapolis on the eve- 
ning of Monday, June 25, 1934. The Committee 
reported that— 

Sixty-five (65) applicants were considered and 
were disposed of as follows: 

1. The following candidates were unanimously 
recommended for election to the Member Grade: 

Wm. E. Mosby, 8032 Cottage Grove Ave., Chi- 
cago, Ill. 

Edward G. Hacker, 228 S. Capitol Ave., Lansing, 
Mich. 

E. F. Pierson, 919 Walnut St., Kansas City, Mo. 

Albert W. Lockyer, Depot Plaza, White Plains, 
M. %. 

Fred E. Smith, 608 Broad Blvd., Cuyahoga Falls, 
Ohio. 

Leonard Downie, 1500 Northern Life Tower, 
Seattle, Wash. 

George I. Noyes, 1411 4th Ave. Bldg., Seattle, 
Wash. 

J. O. Manning, Jackson, Miss. 

Upon motion made by Mr. Hannauer, seconded 
by Mr. Newhall, the above candidates were 
elected to the Member Grade. 

2. It was recommended that action on the ap- 
plication of five of the candidates (whose names 
were stated) be deferred for further examina- 
tion. 

3. It was recommended that action on the ap- 
plication of fourteen of the candidates (whose 
names were stated) be deferred for further inves- 
tigation. 

4. The Names of 36 candidates whose applica- 
tions had been received, but upon which no action 
could be taken because of their files being incom- 
plete at the present time, were reported. 

5. The following candidates have requested 
that their applications be withdrawn: 

Albert F. Hammann, 1604 W. Chicago Ave., Chi- 
cago, Ill. 

Bernerd F. Cooney, 1115 Main St., Bridgeport, 
Conn. 

Upon motion duly made, seconded, and unani- 
mously carried, the recommendations of the Ad- 
missions Committee were approved. 


Report of Education and Research Committee 


Report of this committee was submitted by 
Mr. Hall, in which he outlined the following activ- 
ities of the Committee for the balance of the 
year. The report was accepted for filing. 

1. Preparation of definitions. 

2. Revision of appraisal course. 

3. Selections of readings on appraisals. 

4. Revision of data sheets. 


Report of the Membership Committee 


No report was read from the Membership Com- 
mittee. 


Report of the Disciplinary Committee 


The Disciplinary Committee reported that no 
matters had been referred to them. Mr. Reeves 
submitted a letter in which the affiliation with 
the American Institute was printed on the letter- 
head, although the individual was only an Affiili- 
ate Member. Upon motion by Mr. Ostendorf, 
seconded by Mr. Baker, and unanimously carried, 
this letter was referred to the Executive Secre- 
tary, with the request that he bring to the atten- 
tion of the individual in question the section of 
the by-laws prohibiting Affiliates from stating in 
any printed matter their affiliation with the Insti- 


tute. 
Report of the Ethics Committee 


No report was submitted by the Ethics Com- 
mittee. 


Report of the Committee on Local Chapters 


Mr. Reeves reported that he had been appointed 
only recently as chairman of the Committee on 
Local Chapters and accordingly had no report to 
make. 


Report of the Legislation and Legal Committee 


No report was received from the Legislation 
and Legal Committee. 


Report of Committee on By-Laws 


Mr. Kniskern reported that there were 790 divi- 
sional memberships in the National Association, 
of which 470 consisted of Institute members. He 
reported that there are at the present time 7,000 
men engaged in appraisal work for the Govern- 
ment, and that out of this group approximately 
1,500 would qualify as Class A men, according 
to his rating, which would be lower than the 
qualifications for Member Grade in the Institute. 
He recommended that consideration be given at 
this time to the establishment of an Associate 
Grade, which would be open to Government ap- 
praisers, insurance appraisers, and others who 
are not eligible at the present time for member- 
ship in the Institute. After considerable discus- 
sion, this matter was referred to the By-Laws 
Committee to submit a revision of the By-Laws. 

The suggested changes in the By-Laws were 
submitted by Mr. Ostendorf. After considerable 
discussion, revisions were made and were sub- 
mitted to the Governing Council for vote. The 
vote was unanimously in the affirmative. 


New Business 


Mr. Ostendorf submitted a letter from the Sec- 
retary of the Ohio Chapter, which suggested the 
possible use of the Institute emblem, similar to 
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notarial seals, by Members of the Institute. This 
matter was referred to Mr. Baker. 

The question was also raised by the Ohio Chap- 
ter concerning the establishment of a life mem- 
bership in the Institute. Upon motion made by 
Mr. Kane, and seconded by Mr. Hall, it was 
unanimously decided that such membership 
should not be established. 

The question was also raised by the Ohio Chap- 
ter concerning the development of a uniform cer- 
tificate of appraisal. This matter was referred to 
the Committee on Education and Research. 

The question was raised by one of the members 
concerning the development of endowments for 
research and publication. This matter was re- 
ferred to the Finance Committee. 


Report of the Nominating Committee 


The Nominating Committee, consisting of E. L. 
Ostendorf, Samuel C. Kane and Cuthbert E. 
Reeves, presented the names of Joseph B. Hall 
for President and Harry E. Gilbert for Vice-Pres- 
ident. The Secretary and Treasurer are auto- 
matically the Secretary and Treasurer of the 
National Association of Real Estate Boards. 

Upon motion duly made, seconded and passed, 
it was moved that the nominations be closed. The 
secretary was then instructed to cast a unani- 
mous ballot for the above names. 


The International Congress 


Upon motion by E. L. Ostendorf, seconded by 
Samuel C. Kane, and duly passed, a contribution 
of $325.00 was authorized to Maurice F. Reidy 
toward the expenses of a trip to the Fifth Inter- 
national Congress of Surveyors in London, July 
15th to 18th, 1934. 

There being no further business to come before 
the Council, the meeting was adjourned at 1:30 
P.M. 

DIGEST OF THE MINUTES 

American Institute of Real Estate Appraisers 


The meeting was called to order at 2:00 P. M. 
in the Ballroom, Nicollet Hotel, Minneapolis, 
Minn., June 26, 1934, by President Philip W. 
Kniskern, who presided. 

The following names were presented in nomina- 
tion for election to the Governing Council: 

Joseph B. Hall, Cincinnati, Ohio. 

A. C. Houghton, Washington, D. C. 

W. H. Ballard, Boston, Mass. 


¢ 
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Hill Ferguson, Birmingham, Ala. 

Arthur §S. Kirk, Des Moines, Iowa. 
Ralph D. Baker, Camden, N. J. 

The following addresses were presented: 

1. Opening Remarks by President Kniskern. 

2. New Economic Forces That Affect Real Estate 
Values. George L. Schmutz, M. A. I. Los 
Angeles, Calif. 

3. Causes of Confusion in Current Appraisal 
Thought. Joseph B. Hall, M. A. I., Cincin- 
nati, Ohio. 

The meeting adjourned at 4:20 P. M. 


DIGEST OF THE MINUTES 
American Institute of Real Estate Appraisers 


The meeting was called to order at 9:30 A. M. 
in the Ballroom, Nicollet Hotel, Minneapolis, 
Minn., June 27, 1934, by President Philip W. Knis- 
kern, who presided. 

Mr. Hannauer moved that the following names 
presented in nomination be elected to the Govern- 
ing Council: 

Joseph B. Hall, Cincinnati, Ohio. 

A. C. Houghton, Washington, D. C. 

W. H. Ballard, Boston, Mass. 

Hill Ferguson, Birmingham, Ala. 

Arthur S. Kirk, Des Moines, Iowa. 

Ralph D. Baker, Camden, N. J. 

The motion was duly seconded, and was carried 
by unanimous vote. 

The following addresses were presented: 

1. An Analysis of An Appraisal That Went 
“Sour.” Maurice F. Reidy, M. A. I., Worces- 
ter, Mass. 

2. The Appraisal of Farm Lands. 

D. Howard Doane, St. Louis, Mo. 

The meeting adjourned at 11:45 A. M. 


DIGEST OF THE MINUTES 
American Institute of Real Estate Appraisers 


The meeting was called to order at 2:00 P. M. 
in the Ballroom, Nicollet Hotel, Minneapolis, 
Minn., June 27, 1934, by President Philip W. Knis- 
kern, who presided. 

The following address was delivered: 

1. A Lantern-Slide Presentation of An Actual 
Appraisal. Joseph Larongo, M.A.I., Cleve- 
land, Ohio. 

No motions, resolutions, or other business came 
before the meeting. 

The meeting adjourned at 3:30 P. M. 
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Current Articles 








The full names of the magazines indicated by initials on these pages are given below: 


Journal of Land and Public Utility Economics 
National Real Estate Journal 


Copies of the magazines in which these articles appear may be secured from the Library of 
the National Association of Real Estate Boards, 59 E. 
listed includes the price of the magazine and a small service charge for mailing and postage. 
Subscriptions may also be placed with the National Association. 


Quarterly 
Monthly 


Monthly 


Van Buren St., Chicago, Ill. The price 








Actual Appraisal Reports. A. P. Allingham. 
N. R. E. J. August, 1934, p. 25. $0.70. Valuation 
of an easement between a mercantile building 
and an adjacent office building. 


Adjusting and Appraising Commercial Leases. 
I. A. Thorson. N. R. E. J. August, 1934, p. 29. 
$0.70. A member of the American Institute of 
Real Estate Appraisers tackles a difficult sub- 
ject. ’ 


Apartment House Maintenance. E. E. Burkhard 
and F. G. Boulon. N. R. E. J. June, 1934, p. 39. 
$1.20. Radio aerials, roofing, sidewalks, yards 
and tiling. 


Apartment House Maintenance. E. E. Burkhard 
and F. G. Boulon. N. R. E. J. August, 1934, p. 
36. $0.70. Ventilation, water proofing, water 
systems, weatherstripping, etc. 


Application of Relative Factor Ratings in Land 
Valuation. Oscar Fisher. R. & B. G. July 28, 
1934, p. 6. $0.70. Preliminary findings of 
studies in various sections of Manhattan. 


Building Cost Index Numbers. E. H. Boeckh & 
Associates, Inc. N. R. E. J. June, 1934, p. 37. 
$1.20. Figures cover residences, apartments, 
hotels, office buildings, commercial and factory 
buildings. 


Carrying Costs Affect Profits. Walter Kuehnle. 
R.E. August 25, 1934, p. 7. $0.30. Mr. Kuehnle, 
M. A. L, is chief of the real estate division of 
the Cook County, Ill. Assessor’s office. 


Construction Costs. E. H. Boeckh. N. R. E. J. 
July, 1934, p. 47. $1.20. Figures for residences, 
apartments, hotels, office buildings, commercial 
and factory buildings. 


Depreciation Rules Changed. A. R. Baar. July 
14, 1934, p. 5. $0.30. The new revenue act in- 
cludes vital changes in regard to depreciation 
on large buildings. 


Down With Construction Costs. Homer Hoyt. 
R. E. July 7, 1934, p. 7. $0.30. Dr. Hoyt says 
costs must come down or we must have gov- 
ernment subsidy and its evils. 


Effect of Population Trends on Real Estate Values. 
W. S. Thompson, N. R. E. J. July, 1934, p. 37. 


$1.20. Prof. Thompson is Director, Scripps 
Foundation for Research in Population Prob- 
lems, Miami University, Oxford, Ohio. 


Erosion and Land Utilization in the Driftless Area 
of Wisconsin. M. H. Cohee. J. L. E. August, 
1934, p. 243. $1.45. Appraisers of farm lands 
will find this interesting. 


Farm Land Values Show First Increase in 14 
Years. U. S. Bureau of Agricultural Economics. 
N. R. E. J. July, 1934, p. 30. $1.20. Average 
value for the U. S. 76% of pre-war as of March 
1, 1934, compared with 73% on March 1, 1933. 


Land Prices in a Commodity Price System. P. H. 
Cornick. J. L. E. August, 1934, p. 217. $1.45. 
Mr. Cornick is a member of the Research Staff, 
Institute of Public Administration, Columbia 
University. 


The Los Angeles Plan for Determining Office 
Rental Values. Ross Grant. S. M. June, 1934, 
p. 15. $0.45. The Los Angeles plan is based on 
competitive values rather than financial re- 
quirements. 


May Survey Shows 27.37% average office vacancy. 
G. W. Klein and L. V. Varty. S. M. June, 1934, 
p. 12. $0.45. For the first time in more than 
poe years a decline in office building vacancy is 
shown. 


Operating Costs of Apartments. J. E. Muir. N. R. 
E. J. June, 1934, p. 24. $1.20. Variations in 
expenses per square foot for different size build- 
ings in New York City. 


Past Trends and Migrations of Population in 
New York. W. A. Anderson. R. & B.G. Au- 
gust 4, 1934, p. 8. $0.70. Analysis covers period 
from 1900 to 1930. 


Probable Effects of Changes in Population Growth. 
Robert Whitten. R. & B. G. August 25, 1934, 
p. 4. Mr. Whitten is Consultant, New York 
State Planning Board. 


Réal Estate Data: Its Filing and Use by the Ap- 
praiser. A. N. Gitterman. R. & B. G. July 7, 
1934, p. 8. $0.70. An address before the Amer- 
ican Institute of Real Estate Appraisers at Min- 
neapolis, June 27, 1934. 
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Book Reviews 


Reeves, Cuthbert E. APPRAISING RESIDEN- 
TIAL PROPERTY. Buffalo, N. Y. 99 p. $2.00. 


This little volume, published in pamphlet form, 
covers with commendable brevity and clearness 
about all of the factors which enter into the care- 
ful appraisal of residential properties. 

It contains a very useful set of tables for the 
computation of lot values based upon varying unit 
depths, as well as a clear exposition of certain 
methods to be used in the appraisal of corner lots 
and those of irregular shape. 

In the appraisal of houses, the author makes 
a strong case for the use of the square foot as 
opposed to the cubic foot system, and adopts the 
former as the basis for a very elaborate set of 
tables, setting forth the unit values to be used 
in the computation of reproduction costs. 

Houses are grouped as singles, two-family, upper 
and lower, two-family, side by side, and multi-fam- 
ily, Siamese, side by side, then divided into five 
classes ranging from cheap to high grade, and 
into six types by nature of exterior walls. There 
is included an itemized list of specifications char- 
acteristic of each of the respective classes of con- 
struction so that the house may be put in its 
proper class with comparative ease. There is a 
separate unit cost table for each type of each 
class of each group of houses, which table covers 
one, one and one-half, and two story construction, 
with and without basement. The table also fixes 
units for eighteen different sets of dimensions 
carefully graduated so that one or another of them 
will be closely applicable to the house in question. 
This feature is in pursuance of the author’s text, 
viz., “Most appraisers fail to appreciate the great 
divergence in the cost of buildings, similar in 
specifications, caused by variations in size and 
shape, and the effect that these factors have upon 
the unit price of apparently similar dwellings.” 

The factors are obtained by averaging the build- 
ing costs in a number of different cities and for 
use in any specific locality they should be checked 
with actual prevailing costs and a percentage of 
increase or decrease established. 

From the foregoing brief analysis, it should be 
evident that the author has given a world of pains- 
taking care to the preparation of this little man- 
ual and that it should prove invaluable to the ap- 
praiser who desires to arrive at the most accurate 
results. It may be an open question whether the 
time and effort involved in procuring all of the 
supporting data, and setting forth all of the de- 
tails called for by the appraisal form appended to 
this book, will be warranted by the compensation 
which many loaning institutions regard as ade- 
quate for the services of their appraisers. A per- 
usal of this little volume by the executives of such 
an institution might well lead them to realize 
what a multiplicity of considerations should be 
comprised in a thorough going appraisal, and to 
fix the compensation on a fair basis. 


Max J. Rudolph, M. A. I. 
Cleveland, Ohio, July 26, 1934. 


Stewart, C. L. FARM REAL-ESTATE VALUA- 
TIONS IN ILLINOIS. Urbana, Ill. University 
of Illinois. Agricultural Experiment Station, 
1934. 73p. No charge. 


This small pamphlet of 73 pages is an analysis 
of 1930 Census data and supplementary informa- 
tion for previous and subsequent dates. For the 
first time in 1930 the Bureau of Census published 
farm real estate valuations by minor civil divi- 
sions. This bulletin gives special prominence to 
these divisions in Illinois and includes township 
averages for the value of farm dwellings, other 
buildings and the land itself. These averages are 
especially valuable in that it is now possible to 
make accurate comparisons with other localities. 

The study is not limited to valuation data only. 
The third chapter deals with the extent to which 
farm-realty valuation trends have corresponded 
with rental trends and much valuable farm rental 
information is found in the heart of the bulletin. 

There are five chapters in the pamphlet in 
addition to a short summary. These chapters are 
as follows: 

Census Valuations for 1930 Compared with 
Earlier Valuations. 

Significant Trends in Illinois Farm-Realty Val- 
uations, 1930 to 1933. 

Extent to Which Farm-Realty Valuation Trends 
in 1926-1933 Have Corresponded With Rental 
Trends. 

Differences in Farm Real-Estate Valuations in 
Different Districts of Illinois in 1930. 

Valuations of Farm Realty in Minor Civil Di- 
visions. 

Detailed maps and tables are included. 

The publication will be of interest only to those 
appraisers concerned with farm property. As a 
general reference book giving average figures it 
will be of considerable assistance. 

C. M. Jones. 

Chicago, Illinois, August 28, 1934. 





Pollock, W. W. and Scholz, K. W. H. THE SCI- 
ENCE AND PRACTICE OF URBAN LAND 
VALUATION. Philadelphia: The Manufac- 
turers’ Appraisal Company, 1926. 315 p. $5.00. 

This book written by Walter William Pollock 
in collaboration with Karl W. H. Scholz, is an 
attempt to bring the practice of land valuation 
into the economic and scientific fields. While your 
reviewer does not agree with many of the fea- 
tures which the Messrs. Pollock and Scholz have 
fostered, nevertheless, the book makes an inter- 
esting study, and much of the information is of 
value to an appraiser. The Somers system and 
principles of land valuation, including the Somers 
curve of value, zone and overlap tables, and cor- 
ner tables, are thoroughly discussed and handled. 

It is only a matter of opinion as to whether the 

Somers Rule is any better to use than many of 

the other depth rules, such as “The Davies Rule, 

The Newark Rule, The Chicago Rule, The Mil- 

waukee Rule, The Lindsay Bernard Rule, and the 

Harper-Edgar Rule” (the last being the one used 
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in London, England). The zone and overlap 
tables can be used successfully as well as the 
corner tables. However, one must be careful 
in using all of these, that the value found by ap- 
plication of these many rules does not pyramid 
to and beyond the real, true, or actual value of 
the property in question. 

The writer coincides with the facts in the dis- 
cussion of land value in the first chapter, with the 
exception of the air right question. Here a decided 
differentiation of opinion comes up. There is a 
horizontal division of value, sub-surface, surface, 
and overhead, the discussion and elucidation of 
which would take chapters. Overhead meaning 
air rights. Air rights are an integral part of land 
value and have to be considered. The following 
are instances where the value of air rights are 
prominent: The lease of rights in Grand Central 
Terminal, New York City; the Lease of the air 
rights to Cleveland Athletic Club, Cleveland, 
Ohio; and the rights in the Philadelphia and 
Reading Terminal, in Philadelphia, Pa. There are 
many others throughout the country. 

Another point that is questionable is, the secur- 
ing of base units through local opinion of value 
instead of appraisers judgment. Every owner, 
buyer, seller or speculator has two values in his 
mind; (1) that which he can sell for (high); (2) 
that which he can purchase for (low). In a public 
discussion for taxation purposes he will keep 
the value as low as possible, whereas if he were 
discussing a tentative lease, sale, or exchange, the 
value would be much higher. This writer believes 
that instead of local opinion being the predom- 
inant factor in guiding an appraiser or assessor, 
he should rely on expert judgment formed after 
a study of sales, leases, capitalized rentals, mort- 
gages, and etc., because they represent an ex- 
pression of value settled on by parties who have 
backed their judgment financially. Local opinion 
thereafter could be then properly considered. 

Regarding the mechanical aspects of apprais- 
ing urban land, it must be constantly kept in mind 
that the use of exact mathematical mechanics in 
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arriving at a valuation must be tempered by sound 
judgment on the part of the appraiser. 

Part II, Chapters IX to XXIII, is an intelligent, 
well-written and interesting description of the 
Somers System, its application and use. Should 
an appraiser desire to know the exact mechanics 
of evaluating by means of an approved system, 
(approved by various municipalities), he should 
study this. It is also possible to substitute other 
depth curves for the Somers, if other tables are 
used in place of the Somers, and still be able to 
use the mechanics as outlined therein. 

The last part, Part III, considers the social and 
economic significance of scientific land valuation. 
This part is applicable anywhere in the built-up 
sections of the country, and is worth while read- 
ing, by any appraiser or assessor who is seeking 
new ideas or a check-up on old ones. The im- 
portance of equitable real estate valuation is a 
known factor today; it was passed over with 
scarcely a thought a few years ago. The people 
are valuation-minded when it comes to taxation, 
and a real need for re-assessment throughout the 
country exists. It is agreed with the authors that 
legislative procedure for establishing equitable 
and uniform assessment methods and further re- 
search in urban land economics should be fos- 
tered. It would be a big step towards an equitable 
tax burden on all real property, and remove one 
of the many objections to consolidation of taxing 
districts. 

In conclusion it can be said that this book is 
food for thought to any appraiser, assessor, Real- 
tor, or any one interested in a scientific method 
of land valuation. 

The old adage of the appraiser however must 
work hand in hand with any mechanical method 
for determining land values, and that is judgment, 
which is the factor that shows whether the value 
found is a true value or one that is only a mathe- 
matical computation. 


Percy A. Gaddis, M. A. I. 


Jersey City, N. J., August 15, 1934. 
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New Members 


At the Regular Quarterly Meeting of the Gov- 
erning Council, held in Minneapolis, Minnesota, on 
June 26, 1934, the following were elected to the 
grade of Member in the American Institute of 
Real Estate Appraisers: 


WILLIAM E. MOSBY, CHICAGO, ILL. Born 
in Bardwell, Kentucky; Active Member, Chicago 
Real Estate Board; President, Wm. E. Mosby & 
Co., Inc.; President, Iniand Construction Co.; 
Chief District Appraiser, Home Owners’ Loan 
Corporation; has built for sale and on contract 
about 100 buildings ranging from modest bunga- 
lows to 36 apartment buildings; Lecturer and 
Teacher; 12 years experience in the appraising of 
real property; Bachelor degree in Civil Engineer- 
ing, University of Kentucky, 1910; post graduate 
courses at Northwestern University; completed 
courses in real estate appraising, real estate law, 
land economics and related subjects at the Central 
Y. M. C. A. School of Commerce; Sponsored by 
Mark Levy, M. A. I. and endorsed by J. Soule 
Warterfield, M. A. I., and Geo. R. Quin, M. A. I. 


WILLIAM W. MOLLAN, JOLIET, ILL. Born in 
Joliet, Ill.; Active Member, Joliet Real Estate 
Board; Member, Mollan Realty Co., Joliet, Illi- 
nois; Secretary and Treasurer, Joliet Real Estate 
Board; 7 years experience in the appraising of 
real estate including the valuation of business, 
apartment, residential, acreage, and other types 
of real estate; Graduate in the National Associa- 
tion of Real Estate Board’s course in real estate 
appraising; 8 years statistical experience with 
the E. J. & E. Railway Company, and A. S. & W. 
Company of Joliet; 10 years experience in the 
general real estate brokerage field including the 
estimation and supervision of construction work. 


EDWARD G. HACKER, LANSING, MICHI- 
GAN. Born in Rochester, Michigan; Active Mem- 
ber and Past President, Lansing Real Estate 
Board; professional territory covers Lansing, East 
Lansing, and Ingham County; President, Edward 
G. Hacker Co., Hacker-Lambertson Insurance 
Agency; Secretary, Hacker Holding Company, 
Board of Lansing Ice and Fuel Company, Board 
of Lansing Chamber of Commerce; Teacher; 10 
years experience as Builder; Appraiser for Pru- 
dential Life Insurance Company for the past 8 
years; has served on the Lansing Real Estate 
Board Appraisal Committee for a number of years 
and is Chairman of the Committee at present; 
Past President, Michigan Real Estate Association; 
Director, National Association of Real Estate 
Boards; active in the real estate business for 15 
years, and in the appraising of real estate for 12 
years; Sponsored by J. G. Lloyd Alexander, M. A. 
I., and endorsed by Charles H. Warden, M. A. L., 
and Paul A. Kern, M. A. I. 


J. O. MANNING, JACKSON, MISS. Born in 
Crystal Springs, Miss., in September, 1897; Man- 
ager, Manning Home Building Company; Ap- 
praiser for H. O. L. C.; professional territory 


covers the State of Mississippi; Home Builder 
Member, Jackson Real Estate Board; 6 years 
active experience in the appraising of real estate 
including principally vacant and residential prop- 
erties. 


ELMER F, PIERSON, KANSAS CITY, MO. Born 
in Kansas City, Mo.; Active Member, and Director, 
Real Estate Board of Kansas City; Appraiser, 
Swedish-American Savings & Loan Association; 
Director, Swedish-American Savings & Loan As- 
sociation; Director, Pierson Grocery Stores, Inc.; 
Graduate, Kansas City School of Law, L.L. B. de- 
gree; appraised all loans for the Leeds Building 
and Loan Association, Homestead Building and 
Loan Association, Guardian Savings and Building 
Loan Association; Central States Building and 
Loan Association; more than 10 years experi- 
ence in the appraising of real estate including the 
valuation of residential and commercial prop- 
erties. , 


SAMUEL EDMUND McRICKARD, THE 
BRONX, N. Y. C. Born in New York City; Indi- 
vidual Member of the National Association of 
Real Estate Boards; Past President, Real Estate 
Board of The Bronx; Member, Appraisal Commit- 
tee, Real Estate Board of the Bronx; professional 
territory covers the New York Metropolitan area; 
Advisory Real Estate Expert, L. I. R. R. Co., & 
P. R. R.; Real Estate Appraiser for the Attorney 
General, State of New York, Lehigh Valley Rail- 
road Co., Central Railroad of New Jersey, Lehigh 
and New England Railroad, Westchester County 
Park Commission; formerly Real Estate Appraiser 
for the Public Service Com., N. Y., and the Inter- 
state Commerce Commission of the U. S.; more 
than 25 years active experience in the appraising 
of real estate; Sponsored by Bracton Goldstone, 
M. A. I., and endorsed by James F. Matthews, M. 
A. I., and Wm. F. MacDermott, M. A. I. 


JOHN R. HOYT, NEW YORK CITY, N. Y. Born 
in New York City, N. Y.; professional territory 
covers New York State and the Southern States; 
managing property for the Bowery Savings Bank, 
Manhattan Savings Institution, and Individuals; 
Trustee of Estates; 25 years experience in the 
appraising of real estate; was Assistant to the 
Comptroller, Metropolitan Life Insurance Co. for 
10 years; has been engaged in the real estate 
business since 1912. z 


ALBERT W. LOCKYER, WHITE PLAINS, 
NEW YORK. Born in New York City, N. Y.: 
Vice-President, Prince & Ripley, Inc.; Active 
Member, Westchester County Realty Board; Past 
President, White Plains Realty Board; Treasurer, 
Westchester County Realty Board; Director, 
White Plains Chamber of Commerce; Director, 
Westchester County Civic Association; President, 
Westchester Capital Corporation; professional 
territory covers Westchester County, New York; 
more than 10 years experience in the appraising 
of real estate, including the valuation of residen- 
tial. and commercial properties; Sponsored by 
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Stephen L. Angell, M. A. I., and endorsed by Rob- 
ert A. Anderson, M. A. I., and Edward C. Heald, 
M. A. I. 


FRED E. SMITH, AKRON, OHIO. Born in Say- 
brook Township, Ohio; Active B Member, Akron 
Real Estate Board; professional territory covers 
Summit, Stark, Portage and Trumbull Counties, 
State of Ohio; Director, Brewster-Arlington Com- 
pany and Goodhue Park Allt. Company; subdivi- 
sion developer and builder of homes; past Presi- 
dent, Akron Real Estate Board; Member, Ap- 
praisal Committee, Akron Real Estate Board; 
Member, Executive Committee, Summit County 
Property Owner’s Association; Member and first 
Chairman, Cuyahoga Falls Property Owner’s As- 
sociation; handling repossessed properties for 
Sears, Roebuck & Company in the Akron terri- 
tory; 22 years experience in the appraising of 
real property; 16 years banking experience; Grad- 
uate of the real estate appraisal course given by 
the National Association of Real Estate Boards 
in 1929. 


LEONARD DOWNIE, SEATTLE, WASHING- 
TON. Born in Seattle, Washington; Active Mem- 
ber, Seattle Real Estate Board; Past Vice-Presi- 
dent and Member, Board of Directors, Seattle Real 
Estate Board; Member, Appraisal Committee, 
Seattle Real Estate Board; Member, Appraisal 
Division, H. O. L. C.; Member, firm of Downie and 
Van Voris; professional territory covers all of 


Washington and also Portland, Oregon; Author 
and Lecturer; Active in real estate appraising for 
8 years; valuation experiénce includes the ap- 
praisal of acreage, garages, stores, apartment 
buildings, homes, automobile parking stations, and 
industrial property. 


GEORGE I. NOYES, SEATTLE, WASHINGTON. 
Born in Mt. Vernon, Washington; Executive Sec- 
retary and Chairman of the Appraisal Committee, 
Seattle Real Estate Board; Active Member, Seattle 
Real Estate Board; professional territory covers 
Seattle and King County; Teacher and Lecturer; 
six years active experience in the appraisal of real 
estate including the valuation of apartments, resi- 
dences, commercial, vacant, and industrial prop- 
erties; Appraiser for H. O. L. C. 


T. O’J. WILSON, BLUEFIELD, WEST VIR- 
GINIA. Born in Radford, Va.; Individual Mem- 
ber of the National Association of Real Estate 
Boards; engaged in business as real estate Broker 
and Building Manager; County Appraiser, H. O. 
L. C.; President, Easley-Wilson Co., Inc.; profes- 
sional territory covers Mercer County, McDowell 
County, Mingo County, West Virginia, and Taze- 
well County and Blount County, Virginia; 20 years 
experience in the appraising of real estate; experi- 
ence includes valuation of commercial hotels, com- 
mercial properties, office buildings, and residences; 
experienced also in the development of subdivi- 
sions and building of homes; Sponsored by S. W. 
Florence, M. A. I. 


Officers of Local Chapters 


New Jersey Chapter Number 1 


President—John J. Berry, Newark, N. J. 
Secretary—W. W. Chalmers, Camden, N. J. 
Treasurer—John K. Leeds, Elizabeth, N. J. 


Florida Chapter Number 2 


President—Charles P. Glover, Tampa, Fla. 
Vice-President—D. Earl Wilson, Miami, Fla. 
Secretary—Hollis Bush, Miami, Fla. 
Treasurer—C. W. Rex, Orlando, Fla. 


Ohio Chapter Number 3 


President—E. L. Ostendorf, Cleveland, Ohio. 
Vice-President—John B. Spilker, Cincinnati, Ohio. 
Secretary—Lewis R. Smith, Cincinnati, Ohio. 
Treasurer—Howard W. Etchen, Toledo, Ohio. 


New York Chapter Number 4 
President—Bracton Goldstone, New York City, 
x. Y. 


Vice-President—William F. MacDermott, Jamaica, 
Lh. i. Mt. F. 


Secretary-Treasurer—James F. Mathews, Brook- 
lyn, N. Y 
California Chapter Number 5 
President—J. Mortimer Clark, Long Beach, Calif. 


Vice-President—Charles B. Shattuck, Los Angeles, 
Calif. 


Secretary and Treasurer—Nathan Libott, Los 
Angeles, Calif. 

Illinois Chapter Number 6 
President—Mark Levy, Chicago, IIl. 
Vice-President—Ralph V. Field, Galesburg, III. 
Secretary—Kenneth Calhoun Brown, Chicago, III. 
Treasurer—George Robert Quin, Chicago, III. 
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Officers and Committees, 


American Institute of Real Estate Appraisers, 
NATIONAL ASSOCIATION OF REAL EstaTE Boarps 


PHILIP W. KNISKERN President 
101 Park Ave., New York, N. Y. 
JOSEPH B. HALL Vice-President 
35 E. 7th St., Cincinnati, Ohio 
HERBERT U. NELSON Secretary 
59 E. Van Buren St., Chicago, IIl. 

MARK LEVY Treasurer 
7 South Dearborn St., Chicago, Ill. 

HARRY GRANT ATKINSON 
Director of Activities 
59 E. Van Buren St., Chicago, II.. 


Governing Council 
Term Expiring December 31, 1936 

Harry E. Gilbert, Baltimore, Md. 
Samuel C. Kane, Philadelphia, Pa. 
Norman L. Newhall, Minneapolis, Minn. 
E. L. Ostendorf, Cleveland, Ohio. 
Fenwick B. Small, Brooklyn, N. Y. 
Frank H. Taylor, East Orange, N. J. ‘ 


Term Expiring December 31, 1935 
Cyril R. DeMara, Hamilton, Ontario. 
Peter Hanson, Glendale, California. 
Philip W. Kniskern, New York City, N. Y. 
Cuthbert E. Reeves, Buffalo, N. Y. 
J. Alvin Register, Jacksonville, Florida. 
Maurice F. Reidy, Worcester, Mass. 


Term Expiring December 31, 1934 
Ralph D. Baker, Camden, New Jersey. 
J. W. Cree, Jr., Pittsburgh, Penn. 
Joseph B. Hall, Cincinnati, Ohio. 
Joseph W. Hannauer, St. Louis, Mo. 
A. C. Houghton, Washington, D. C. 
Mark Levy, Chicago, Illinois. 


Representing Board of Directors, National Association 
of Real Estate Boards 
Henry G. Zander, Chicago, Illinois. 


Admissions Committee 


Samuel C. Kane, Philadelphia, Pa., Chairman. 
Walter R. Kuehnle, Chicago, Ill., Secretary. 
William H. Ballard, Boston, Mass. 

Norman L. Newhall, Minneapolis, Minn. 
Morris Goldfarb, Perth Amboy, N. J. 

Hill Ferguson, Birmingham, Ala. 

Charles J. Daly, St. Louis, Mo. 

A. C. Houghton, Washington, D. C. 


Finance Committee 
Cuthbert E. Reeves, Buffalo, N. Y., Chairman. 
Mark Levy, Chicago, III. 
Joseph B. Hall, Cincinnati, Ohio. 
E. L. Ostendorf, Cleveland, Ohio. 
Stanley L. McMichael, Los Angeles, Calif. 


John J. Berry, Newark, N. J. 

Charles P. Glover, Tampa, Fla. 
Bracton Goldstone, New York, N. Y. 
J. Mortimer Clark, Long Beach, Calif. 


Membership Committee 


Bracton Goldstone, New York City, Chairman. 
James G. Stafford, Oakland, Calif. 

Ralph V. Field, Galesburg, IIl. 

George A. Kuhn, Indianapolis, Ind. 

Edwin L. Somerville, Minneapolis, Minn. 
William I. Mirkil, Philadelphia, Pa. 

Norman W. Kenny, Boston, Mass. 


Education and Research Committee 
Joseph B. Hall, Cincinnati, Ohio, Chairman. 
Ayers J. duBois, Los Angeles, Calif. 

Carlton Schultz, Cleveland, Ohio. 
George Robert Quin, Chicago, IIl. 
Percival V. Bowen, Buffalo, N. Y. 
K. Lee Hyder, Milwaukee, Wis. 
Harry A. Taylor, East Orange, N. J. 


By-Laws Committee 
E. L. Ostendorf, Cleveland, Ohio, Chairman. 
Morton G. Thalhimer, Richmond, Va. 
Lewis H. Pounds, Brooklyn, New York. 
Robert R. Otis, Atlanta, Ga. 
Nathan Libott, Los Angeles, Calif. 


Committee on Local Chapters 
Cuthbert E. Reeves, Buffalo, N. Y., Chairman. 
J. Alvin Register, Jacksonville, Fla. 

J. Willison Smith, Philadelphia, Pa. 
Lewis R. Smith, Cincinnati, Ohio. 
Frank D. Hall, New York City. 


Ethics Committee 
Mark Levy, Chicago, IIl., Chairman. 
Harry E. Gilbert, Baltimore, Md. 
Ralph D. Baker, Camden, N. J. 
Ivan A. Thorson, Los Angeles, Calif. 
George H. Gray, Brooklyn, N. Y. 


Disciplinary Committee 
Maurice F. Reidy, Worcester, Mass., Chairman. 
A. P. Allingham, Buffalo, N. Y. 
Stanley L. McMichael, Los Angeles, Calif. 
Charles P. Glover, Tampa, Fla. 
Ward T. Huston, Chicago, Ill. 
John J. Wagner, Cedar Rapids, Iowa. 
Walter S. Schmidt, Cincinnati, Ohio. 


Legislation and Legal Committee 
Peter Hanson, Glendale, Calif., Chairman. 
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Roster of Members 


ALABAMA 


JOHN D. CHICHESTER 708 Fay Building 
FRANK B. CLARK N. 21st Street 
HILL FERGUSON, The Jemison oa Rot 


Birmingham 


2105 ist Avenue 

CALIFORNIA 

a Federal Land Bank 
Glendale 

PETER HANSON 
Long Bea 


ch 
J. MORTIMER CLARK, Clark & ptompere 
409 Security meee: 


520 Security Bldg. 


J. C. HOFFMA 
A. G. II SPERO, Clark & Maspero 
409 Security Bldg. 
Heartwell Bldg. 


Ss 
GEORGE H. COFFIN, JR 

408 Hollywood Security Bldg. 

, R. C. Mason & C 
417 S. Norton Ave. 
.6253 Hollywood Blvd. 
.6785 Whitley Terrace 
2912 Brighton Ave. 
4100 E. 9th St. 
.8703 Santa Monica Blvd. 
.2510 S. Vermont Ave. 
500 Corvoration Bldg. 
3440 Winslow Drive 


NATHAN H. LIBOT 
STANLEY L. MeMICHA BL. 
MON 


GEORGE L. SCHMUTZ. 
CHARLES B. SHATTUCK... 
IVAN A. THORSON 
FRED E. VINCENT 


Oakland 
JAMES G. STAFFORD 


Sacramento 
MARK CHEESMAN..............- 2964 Govan Way 
A. J. DELANO 809 J St. 

San Francisco 

va ei J. DUBOIS 

Southga 

LOUIS: R. ARDOUIN 


Wilmington 
THOMAS FRANCIS MASON 


CONNECTICUT 
Hartford 


JOSEPH P. KENNEDY 


New Haven 
CHARLES T. LINCOLN 
HENRY MUSCH, JR 
JOHN T. SLOAN 
Stamford 
RICHARD W. FITCH 


Waterburv 
GEORGE B. HORAN 115 Randolph Ave. 


DISTRICT OF COLUMBIA 


Washington 
HAROLD E. DOYLE 
JOSEPH A. HERBERT, JR.....1013 bth St., 
A. C. HOUGHTON 1516 H. St. N Ww. 
MORTON J. LUCHS, Shannon . Luchs, Ine... ‘-. 


505 H. St. 
F. ELIOT MIDDLETON Investment ue 
R. MARBURY STAMP w. 
CURTIS WALKER sate | Bldg. 


5820 Presley Way 


735 Taylor St. 


2931 Willow Place 


38 -_: =. 


Coral Gables 
HOLLIS BUSH 
Fort Mvers 
HARRY J. WOOD 
Jacksonville 
Vv. M. COVINGTON 
LOUIS R. FENDIG 


Box 385 
1112 1st St. 


1316 Graham Bldg 
2nd F1l., Buckman Bldg. 


MYRON L. HOWARD 
RICHARD E. KNIGHT 

c/o Home — Loan Corp. 
J. ALVIN REGISTER 


E 14 Graham Bidg. 

BAINBRIDGE RICHARDSON. 47 W. Forsyth St. 

4 LLY 414 Greenleaf Bldg 

Ll. . ; 319 W. Forsyth 
Lakeland 

HN L. WRIGHT 
Miami 
KENNETH S. KEYES 


D. EARL WILSON 


Orlando 
GEORGE F. = 


117 S. Tenn. Ave. 


13 W. Flagler St. 
1017 Security Bldg. 
1017 Security Bldg. 


P. O. Box 1052 
P. O. Box 1052 
Box 293 


Sarasota 

FRED L,. PALMER 
Tampa 

CHARLES P. GLOVER. . 
Vero Beach 

FRANK R. JEWETT 
West Palm Beach 

FRANK J. ANDERSON............ 215 S. Olive St. 


GEORGIA 
Atlanta 


BRYAN M. GRANT 41 Forsyth St., N. W. 
ROBERT R. OTIS 15 Auburn Ave. 


ILLINOIS 
Chicago 


KENNETH CALHOUN be 
Dearborn St. 


338. ist Natl. Bk. Bldg. 
140 S. Dearborn St. 
1411 1st Natl. Bk. Bldg. 
110 S. Dearborn St. 

312 4 Bldg. 
arborn St. 


8032 Cottage Grove Ave. 
6 S. State St. 
8 s Dearborn St. 


.303 Citrus Exchange Bldg. 


Galesburg 
RALPH V. FIELD 203 Bk. of Galesburg Bldg. 
Joliet 
het aici W. MOLLAN 


Waukeg 
OSCAR SODERQUIST 


INDIANA 
Garv 


CHARLES D. DAVIDSON 

J. R. DAVIDSON 
Hammond 

GEORGE N. BECKER 

SAMUEL C. ENNIS 
Indianapolis 

GEORGE A. KUHN 


405 D’Arcy Bldg. 


22 Maple Av. 


504 Broadway 
504 Broadway 


7407 Jackson Ave. 
ist Trust Bldg. 


706 Guaranty Bldg. 


Cedar Rapids 
JOHN J. WAGNER 


Des Moines 
900 Grand Ave. 


Sioux City 
WILLARD L. FROST 


KANSAS 


Security Bank Bldg. 


Hutchinson 
J. C. McCNAGHTEN 


LOUISIANA 
330 Ricou-Brewster Bldg. 


1st National Bldg. 


Shreveport 
T. S. NEA 
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MARYLAND 
Baltimore 


OREGON MILTON marge “<a 
11 New Amsterdam Bldg. 
100 E. Pleasant St. 
2 E. Lexington St. 
2 E. Lexington St. 
336 N. Charles St. 


209 yy ae St. 
NORMAN W. KENNY, C. W. Whittier & Bro.. 
82 Devonshire ‘st. 
Fall River 


J. FREDERICK BECKETT 

MYER MARKELL 

EVERETT N. SLADE 
Lowell 

JOHN C. PERCIVAL 
Springfield 

oo, M. CLARK 


Worceste 
MAURICE F. REIDY 


Grand Rapids MICHIGAN 


LLOYD ALEXANDER.....616 Murray Bldg. 
IBAA R. BLANDFORD .3331 College Ave., N. E. 
LEON T. CLOSTERHOUSE 

American Home Security Bank 
HARRY J. FULLER 


The Michigan Trust Co. 
WALTER S. PALMER....104 Federal Square Bldg. 
ARENT VAN STENSEL 

1006 G. R. Savings Bank —— 


49 Purchase St. 
Granite Block 
57 N. Main St. 


36 John St. 
100 Broadway 


2 Foster St. 


Lansing 
EDWARD G. HACKER 


Pontiac 
PAUL A. KERN, Kent & Kern..ist Nt’! Bank Bldg. 


Minneapolis MINNESOTA 


NORMAN L. NEWHALL 519 Marquette Ave. 
EDWIN L. SOMERVILLE. .1478 N. W. Bank Bidg. 


MISSISSIPPI 


228 S. Capitol Ave. 


Ja 


3012 N. State St. 


ckson 
J. O. MANNING 


MISSOURI 


Jovlin 
ROLLA E. STEPHENS 
Kansas Citv 
E. F. PIERSON 
St. viens 


Fy 


711 Virginia Ave. 


311 Commerce Bldg. 


JOHN H. FARISH 713 Chestnut St. 
JOSEPH W. HANNAUER 811 Chestnut St. 
eo H. RODEMYER..40 Washington Terrace 

. S. WOOD 706 Chestnut St. 


Oo NEBRASKA 


maha 

Cc. D. GLOVER 
LEWIS C. SHOLES 
CLINTON B. STUHT 


Butler NEW JERSEY 


FRANK B. FAY, JR 


Camden 
LES RS SS eee 924 Broadway 
4th and Federal Sts. 


1221 City Nnt’l Bk. 
305 Paterson Bldg. 
Aquila Court Bldg. 


Fayson Lake 


J. WILLIAM MARKEIM 
AB HAM J. ROSENFE 
PHILIP ZINMAN 

East Orange 
FRANK H. TAYLOR 
HARRY A. TAYLOR 


520. Main St. 
520 Main St. 


Elizabeth 


MAX TIEGER 


Hackensack 
ISIDORO QUINTANA 


Jersev City 
GEORGE E. DUGAN 
30 Journal Sq., Rm. 300, Jersey Journal Bldg. 
D. E. C. SOMERS 700 Bergen Ave, 


Linden 
JOHN FEDOR 


Metuchen 


540 S. Wood Ave, 
Main and Middlesey 


MURRAY APFELBAUM 786 Broad St. 
JOHN J. BERRY 
JOS. L, FEIBLEMAN 17-19 William St. 
FRANKLIN HANNOCH, Fiedler Corp 

14 Park Place 
LOUIS HERMAN 60 Park Place 
Poy 3 RS. 5 Se 29 Elizabeth Ave. 
988 Broad St. 
31 Clinton St. 


JORL L. ag eel 
NS 478 Central Ave. 


HARRY J. STE 
New Brunswick 

JAS. A. O’CONNELL 
Perth Ambov 

MORRIS GOLDFARB 
Ridgewood 

SAMUEL S. WALSTRUM 
Teaneck 

H. WENDELL FITZGERALD 


NEW YORK 
The Bronx. N. Y. C. 
ERMAN A. ACKER 318 E. Kingsbridge Rd. 
SAMUEL EDMUND McRICKA yo 


392 George St. 


279 Madison Ave. 


River Road 


160 Remsen St. 
310 Ashland Place 
AN 431 5th Ave. 
ARTHUR J. HORTON. Bulkley & Horton Co.. 
1214 Flatbush Ave. 
GEORGE S. HORTON, Bulkley & Horton Co..... 
59 Lafayette Ave. 
158 Remsen St. 
215 Montague St. 
798 Nostrand Ave. 
397 Flatbush Ave. 
Court St. 
1124 Myrtle Ave. 
162 Remsen St. 
Buffalo 
A. P. ALLINGHAM 
P. V. BOWEN 1006 Ellicott Sq. 
WALTER W. COHN 155 Pearl St. 
ai E. REEVES. .2202 Liberty Bank Bldg. 
Jamai 
WILLIAM F. MacDERMOTT 
Jamaica, L. I. 
GRANVILLE H. ROME, ies & Horton Co... 


60-09 Jamaica Ave. 
Long Island Citv 
AXEL JOHN SWENSON 


Mechanicville 

FRANZ H. 
Mineola 

RICHARD T. CHILDS 
Mount Vernon 


63 Niagara St. 


89-70 162nd St. 


41-27 29th St. 





Roster 





ROBERT HUNTLEY 67 Liberty St. 
Ss. E. KAZDIN 2 Lafayette St. 
PHILIP W. KNISKERN. ..101 Park Ave. 
CHARLES W. MORRISON. .....67 Liberty St. 
IRVING I. ROSENBAUM 384 Broadway 


Rochen 
BRAHAM BERGHASH 


Mca le 
Ss. L. ANGELL 


Syracuse 
EDWARD EAGAN ... 


White Plains 
ALBERT W. LOCKYER 


Yonkers 
EDWARD C. HEALD 
PAUL WEGENER 


NORTH CAROLINA 
Charlotte 


Ss. T. HENDERSON 


bi rig —— 
. 8s. BLE 674 Manly St. 


130 Clinton Ave., So. 

30 E. Parkway 
.204 Starrett-Syracuse Bldg. 
Depot Plaza 


20 S. Broadway 
2 Hudson St. 


111 Hermitage Rd. 


Akron 
JOHN C. KYLE 
FRED E. SMITH 
W. F. VOGES 

Alliance 
L. D. SCRANTON 

Canton 
MARK HAMLETON 
WILLIAM J. UEBELHART 


Cincinnati 


520 S. Firestone Blvd. 
226 Ohio Bldg. 
1109 S. Main St. 


341 E. Main St. 


417 Mellett Bidg. 
419 Mellett Bldg. 


104 Neave Bidg. 

104 Neave Bldg. 

1142 Herschel Ave. 

1334 Herschel Ave. 

.S. W. Cor. 5th and Main Sts. 
7th St. 


JOSEPH B. HAL 35 E. 
1515 1st Natl. Bk. Bldg. 


ALBERT J. MAYE 

P. LINCOLN eee 
. W. Cor. 5th and Main Sts. 

RUSSELL PRICE... ‘S W. Cor. 5th and Main Sts. 

WALTER S. SCHMIDT. .S. W. Cor. 5th & Main Sts. 

LEWIS R. SMITH 409 American Bldg. 

JOHN B. SPILKER 104 Neave Blidg. 


Cleveland 

TALMAGE D. AUBLE 15509 Madison Ave. 
BEN B. BEYER 1425 Williamson Bldg. 
RAYMOND T. CRAGIN....825 Natl. City Bk. Bldg. 
WALTER R. GRANGER. 310 Hippodrome Bldg. 
JOSEPH J. HAAS 200 Marshall Bldg. 
JOSEPH LARONGE 600 Union Trust Bldg. 

EDWIN H. McINTOSH 
1029 Society for Savings Bldg. 
WARREN L. MORRIS..420 Natl. City Bank Bldg. 
INDORF 1105 Chester Ave. 


850 Euclid Ave. 
223 Schofield Bldg. 


CARLTON SCHUL 

ALEXANDER - PAYLOR: i830 Union Trust Bldg. 

Vv. C. TAYLOR, 1930 Union Trust Bldg. 

WM. J. VAN KEN ee oe ee er es 1715 Euclid Ave. 
Geneva 

J. EARL MILLER 
Medina 


Springfield 
HARRY S. KISSELL 
Toledo 


CLAUDE A. CAMPBELL 
GEO. P. CROSBY 


Miller Bldg. 


609 Madison Ave. 


SOW AID BIDCHION 0 oo cee scicececes 725 Adams St. 


PENNSYLVANIA 
Bethlehem 


WM. C. BADER 
Harrisburg 
ao Be 2 : 213 Locust St. 


214 Odd Fellows Bidg. 


927 1st Natl. Bk. Bldg. 


707 Ohio Bank Bide. 


Lancaster 
HARRY W. BUTTS 


Lansdowne 
W. RAYMOND EVANS 


Philadelphia 


24 E. Orange St. 


19 N. Lansdowne Ave. 


RNARD 
E. lL. CARLSON, bi Fidelity Mutual Life ins Co. 
e Parkway at Fairmount Ave. 
Cc. HARRIS GOLEHOWE ER 5942 ae St. 
FE , 


SAMUEL T. HALL 

C. HARRY JOHNSON.. 
SAMUEL C. KANE 

S. CRAIG KANE, JR 
MAURICE R. MASSEY. 


ROBERT J. NASH 


J. WILLISON SMITH 

MARTIN STOTZ 

AMBROSE J. WINDER 
Pittsburgh 

I. W. C 


1307 Packard Bid 
511 Land Title Ride. 
511 Land Title Bldg. 
.S. E. 18th and Green Sts. 
1500 Walnut St. 
1214 Locust St. 
15th & T.ocust Sts. 
100 S. Broad St. 
516 Land Title Bide. 
1420 Walnut St. 


211 Fourth Ave. 


.792% Deposit & Savings Rk. Ride. 
EDWARD L. LEWITH 428 Miners Bk. Bldg. 


RHODE ISLAND 
Providence 


HAL FORRESTER COOMBS....211 Waterman St, 
JAMES DEVINE 801 New Industrial Tr. Bldg. 


TENNESSEE 
Neshville 


y W. GRAHAM 


209 Warner Bldg. 
411 Nichol Bldg. 


Dallas 

HENRY S. MILLER 
Houston 

Ww. G. BURCHFIELD 803 2nd Natl. Bk. Bldg. 


UTAH 
Salt Lake City 
EDWARD M. ASHTON 


VIRGINIA 
Richmond 


JOHN W. BATES 723 E. Main 
HENRY 5S. eas, Raab & Co.....710 E. Main 
JOHN SLOA 18 N. Sth 
J. GUTHRIE § Le Sere 924 E. Main 
MORTON G. THALHIMER 1013 E. Main 


WASHINGTON 
Seattle 


LEONARD DOWNIE... 

GEORGE I. NOYES 
Walla Walla 

Cc. C. CONNER 


Bluefield 


405 Southland Life Bidg. 


302 Kearns Bldg. 


.1500 Northern Life Tower 
1411 4th Avenue Bldg. 


First National Bank 


WEST VIRGINIA 


309 Peery Bldg. 
499 Peery Bidg. 
Chorleston 

CHARLES UHRIG 
Box 1019, Charleston Natl. 


WISCONSIN 


HENRY H. BUSH, Stanley C. Hanks Co 
311 State St. 


Bk. Bldg. 


Milwaukee 
K. LEE HYDER 525 E. Michigan St. 
Hamilton, Ontario CANADA 
CYRIL R. DE MARA....405 Bk. of Commerce Bldg. 
London. Ontario 
BERT WEIR 
Toronto. Ontario 
FRANK McLAUGHLIN 


156% Dundas St. 
34 King St., W. 














